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Chapter One 


BY WAY OF FOREWORD, PREFACE 
AND INTRODUCTION 


T he relation between an autboi and his reader should be 
one of mutual confidence The author is claiming a good 
many boms of die reader's attenbon Why he feds jnsbfied 
m asking so much should be made perfectly clear He oupht not 
to retire into an oracular anonymity merely because he is using 
the written radier than the spoken word. 

In the usual senous treatise the author speaks candidly as a hu<- 
mnn being only in the Preface. He speaks m the first person sin- 
gular, he identifies himsdf by date and place, he mentions the 
friends who helped him, he explains how he happened to wnte 
the book and wliat it is about And then, mst as you begin to feel 
you rather like him, he disappears, and Chapter One appears in 
nis place, all dressed up in judicial robe ana false whiskers. The 
human touch is lost But something even more important may be 
lost, by puthng on the semblance of infallible logic the author 
may be deceiving both tlie reader and himself Especially will this 
be the case when he is dealing with a subject in which his own 
personality is deeply involved, hke morals, or politics, or the social 
order Syllogisms will appear to march to categorical conclusions, 
when the author is in fact merdy airing his personal prejudices. 

As the author of this book, I am going to try to avoid that pit- 
fall There is no special Preface to these pages. I shall attempt to 
keep lie franlmess and directness, that usually are confined to a 
Prewce, throughout the book, though often, no doubt, I shall fail, 
the date and place I shall wnte at the end, when I have finished 
It IS a book with a big subject, no less than the state of tlie 
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getting of facts j 5 not a matter of precision instruments but de- 
pends on human observations of human beings. Unblcc the en- 
^necr of the Gdden Gate Budge, who could work on his bine- 
prints without ever even getting his feet wet u\ San Francisco 
Bay, I am m this up to my neck All my facts, like anyone clse's, 
ate selected from me great mass of facts according to my own 
liuman interests and Jimitations Tlic kind of bridge, and even my 
conception of what kind of world the bridge is to lead to, arc de- 
termined by my own biased view of things 
To be scientific, then, m the treatment of such complex human 
problems as those of economics and politics requires •! stricter 
honesty than in any other field How can I evaluate my findings 
unless I know what my biases axe? More important, liow Ciin you, 
unless you do? Our measuring mstrumoiits and our tools arc 
mostly words How can we get anywlierc unless we arc on llie 
watdi for "verbal monster^'? We cannot avoid them, foi every 
word has something of the monster lurking in it, but wc cun at 
least not let the monster get the better of us. 

Being human, we are ^llible Tliere is no use prcLcnding to in- 
fallibility, At the same time, we must seek to lie iis rigoroudy hon- 
est m our thinking as if we were infallible It is ni the interest of 
that kind of honesty— since I am m the test-tubo— that the first 
part of this economic study is largely anlobiograpliy. It Icdds up 
to Q definition of the economic problem m terms of my own 
mental search At the end of this first j^art, 1 state tlic conclusion 
of my thinking as an hypothesis to be proved 
I am then in a position to select from the prcscnUhiy world*- 
Soviet socialism, ^cism, dictatorship and democracy— Lliosc (acts 
which seem to me relevant to the problem as 1 h.ivc defiuctl it 
They are presented m Part 11, not without suggestive iiilcrpreta 
tion in the light of the hypothesis. Tlicn, in Part III, it seemed to 
me necessary to test the Marxist economic Iheoiies, with tlicir 
immense preshge, as an alternative exnlantition of the coiitctiqm 
laty scene Part IV is largdy devoted to a synthesis of inodcru 
economic theory, as it bears on the basic issue and lielps cxjihnu 
the facts. With a tentative QED, now tagged lo my bypotliCMS, 

J go on in Part V to apply what theoretical coiichisions I liavc 
reached to the practical problems of social and economic policy 
in America today 



Chapter Two 


ABOUT MYSELF AND MY WORLD 


T he world m whicli I grew up was an "economy of abun- 
dance " I cannot remember ever doing without anything I 
wauled because it cost more than my family was able to 
spend Inherited wealth was the foundation of the spacious home 
in \Yhicli I spent my childhood, and I early came to believe that 
having to "work for a living*' was a comparatively tare misfortune 
m an otliciwisc ample and affluent world Not that I didn't occa- 
sionally hear the phrase "we can’t afford it/' but this was always 
m reference to some remote and fantastic luxury like a steam 
yacht, whicli meant nothing to me 
I have few memories that go back farther than the time we 
moved into a big yellow-stuccoed red-tiled house on Prospect Hill 
111 New Haven A favonte story my brothers and 1 used to hke to 
tell callers, though our parent mildly protested, was that some 
strangers once came and sat on the front pordi thinking the house 
a iiotd, Wc were a big family, and we dlled the house pzetty com- 
pletely. Hicrc were sun-porches and sun-termces, the sun flooded 
in the big windows in the nurseries and m the hving-'TOom— which 
was mostly a nursery, too, Wc were on the outskirts of the town, 
with woods and meadows to the north of us, and every summer 
the three inonlhs' vacation which my father as professor was usu- 
ally able to share with us schoolboys, was spent in the smiling 
countryside of an old family estate fifty miles to the cost. 

Even with tliesc ample and liealthrul surroundings we liad our 
share of illness. Out or seven children not more than two would 
have lived to grow up if wc had been born a hundred years earlier, 
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without benefit of modern medical science Tlie little family grave- 
yard in the countty, dotted with the graves of gicat>giciit-a\iiits 
and uncles who had died in infant, testified that even the gentry 
had never before been as protected as we Wc survived, and grew 
to sound six-foot proportions, with sound hearts and sound lungs 
and sound muscles 


Most children, knowing no other environment but tlicir own, 
can conceive no better till their critical faculties develop In our 
case there was more than die usual reason for believing wc were 
born into a perfect world, where no cliangc was either dcsmibic or 
possible 

Not that this meant happiness I was annoyed when ns n child 
sentimental grown-ups patted me on the head and said "How 
wonderful to be a child You'll never be so happy ng.iiu ” I still 
doubt whether childhood is a happy tune 'flicrc ore too many 
restraints and compulsions and inevitable disciplines Freedom is 
a remote rainbow end For a while I thought I would reach that 
goal when I was deven But eleven came and went, and I put it 
always a little farther ahead 


Freedom is a prerogabve of the mature person whose environ- 
ment permits it, and even then he must have learned th.it iL has 
meaning only within disciplines On the other haiid hajiinncss rc^ 
mains, m my opinion, largely an illusion, n permanent stale of 
pleasurable enjoyment winch is never atlaiiicd in the perfection 
sought, and in so far as it is attained it has as much and as little 
significance for the "good life" ns mere physical woll-licing 
Perhaps it was the pink socks and the candy rabbit that lurned 
my mind at an early age from the pursuit of mere hfljmincss. I 
took the candy labhit because it was the biggest piece on Uic 
plate of candy offered me by my elderly Aunt Susan, foi tins I was 
roundly scolded as a greedy person without manners, and my 
newly rouMd conscience was confirmed m its sense of guilt when 
X found the rabbit of coarse IcxtuTC and sickish flavor llic pink 
mcks were perenmuL We ran barefoot m the country m summers, 

o i ^ always had wauled 

a daughter, could not resist putting us in pink socks, even after 

we looked rather gawl^ m them I had it drilled mto me tliat some 
Aings were Tight and proper though wc didn't like them, ami that 
my self-consciousness at being made to appear iiuconvciitioiinl was 
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something to be asliamed of The result was tliat I devdoped a 
passion tor treedom rather than for happiness I had everything 
money could buy, but I was not my own master Growing up, 
for me, has been a satisfying process of substituting my own dis- 
ciplines for those imposra externally 
Yet, in spite of limitations, my childhood was almost Utopian 
It was lived m an environment of sunshine and green of 
nuTtuTcd health, of space to run in and grow in Inseparable from 
these Kasic requirements of good food, shelter and f^h an, there 
was in our case an atmosphere of affection, and an earnest incul- 
cation of moral and aesthetic standards If there were imperfec- 
tions in this ideal childhood environment I was not aware or them 
till much later 

My conception of an ideal social order 15 therefore clenved, to 
no small extent, from this baclcground. Since I have become con- 
vinced that the resources of this planet arc sufficient to permit 
every growing child to have the advantages I had, I cannot be con- 
tent merely to assure them to my own eluldren Even from the 
point of view of taste, the candy rabbit was disappointing 

First Lessons m Kconomics 

I was nwnre from an early age, of course, that there was poverty 
and misfortune in the world. A home as delicately keyed to finer 
.sensibilities as mine was, no matter how mudi its refinement was 
colored by snobbery— and ours was shamefully snobbish— could 
not but make a child sensitive to others* pain One of my most 
horrible recollections is of helping to kill three weaklings m a litter 
of Aiiedalc puppies by awkwardly trying to break their backs 
Misfortune was exceptional, I believed My nurse once pointed 
out a Ijhnd man to me ns an object of pity specially arranged for 
by God so that wc more fortunate ones would not bo too proud 
111 our blessings Tliat didn’t quite satisfy me, but there was no 
other explanation available, and it was a convenient explanation 
of poverty as well ns pain At the age of eight I was taken with 
some other little boys from the select day school which my 
brothers and I attended, to distribute some Tlianksgiving baskets 
in a tenement Tlie horror of poverty « sbll a vivid tangible blast 
of fetid air leaping out at me as we stood on a dark landing that 
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smelled of unne I got home as soon as I could, and tried not to 
think of the children I liad been unable to count in that stcanung 
flat 

My curiosity was not such that I wondered why this tenement 
life Misted only a mile from Prospect Hill But its smells rciiinined 
in ray nostrils, and I feared what I was only vaguely conscious of 
below the sunlit hilltop where we lived. 

Fortunately there were barneis to keep the two worlds separate 
Across ftc street from our liouse was a very large vacant lot, ex- 
tending a quarter of a mile from the lull crest down to the valley, 
where factory workers' dwellings clustered at the end of the car- 
line Tlie lot was being hdd for some buyer who would build u 
mansion like those alongside, even more spacious than ours In 
winter it was a favorite slope for coasting. Occasionally so many 
children from the factory district would come there to slide that 
the snow would be packed down to ice, and a smoolli board or a 
dishpan would serve as a sled for the poorest On such occasions 
my brotliers and I, who had been taught not to associate with 
"muckers," would look on from a distance, a little disquieted hy 
this noisy invasion of Prospect Hill loiter a wealthy old lady, re- 
lated to us, built a big house on it, put a high wire rciicc all along 
the lower boundaries to keep out the "muckers," and iiiblnllcd an 
Italian caretaker, whose children knew tlicir place, to see that llic 
grounds were not invaded We were permitted to coast there 
alone, m lordly style If occasionally a couple of kids from the 
lower neigliborhood, seeing us on the slide, climbed over to |nm 
us, we told them it was "private property", they would look on 
us With new respect, as from some higher world, mid wistfully 
turn away 

Hiere must have been an unacknowledged germ of shanic in 
my heart on such occasions, for as I look back now I loathe the 
very sound of the words "private property," 

My school life, passed at private clay schools, private boarding 
schools, and later at Yale, did little to oiler the perspective of the 
world I had acquired at home I never came in contact with tlic 
grimy world below my social class In so fur as I was awaic of 
other social levds it was of those a little liigher than nunc, those 
to which Park Avenue and Southampton were us iiatuuil ni niy 
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Prospect IIill, laflier than of those hdow me Poverty, like death, 
was something wdl-hrcd people did not talk about 
I was only twelve years old when we went into the last war I 
felt a mod deal of pride, and much less alarin than I should have 
felt, wicn my father joined the Air Service (at forty-twol) and 
went to Franco, But I remember being much troubl^ by the in- 
consistencies between some of the new words and attitudes I was 
expected to learn and those 1 had been taught earlier father 
wrote a farewell letter to his sons, telling them always to hate the 
Germans But 1 had been brought up m a deiinitdy ^^Christian” 
home, and the belief that one should love one's enemies had, with 
sonic diHiculty, been expounded to me, I had been taught the Ten 
Commandments, indiiamg "Tlioii shalt not kill,” and now my 
father was going over to Fmncc to hdp kill Germans, 

At twelve one has begun to reason tor onesdf, and obvious m- 
consistciicics bother one more than a few years later, when the 
habit of rationalization and the separation of ideas in water-tight 
compartments have been developed I was troubled by the way war 
news and war pictures came througli Allied attacks were "heroic”; 
Gcmian nttacib "vicious.” Allied resistance was a courageous de< 
fensc of homes, wives and children, German resistance was that 
of cornered rats I vividly remember a picture of British soldiers 
”mopping up” an enemy dug out, by throwing hand grenades 
down the entrance, while the Germans cowered in tenor at being 
blown to pieces I made myself bdieve this was 'lieroic” and 
“magmneent” and a "great victory,” because tlie caption said so, 
but I found it difficult to be really enthusiastic 
At the same time I had mental difficulties with some other 
adult conceptions not immediately connected with fighting I 
could not understand Liberty Bonds and War Savings Stamps, 
which I was encouraged to buy Of course the country needed 
money to fight Ihc war, though why it had to pay for what seemed 
to be its own anyway was difficult to understand Wasn't the 
whole country fighlmg this war? But I was glad to do "my bit” 
and have some handsome engraved paper as a token of my patriot- 
ism; I was stumped, however, at the notion of being paid back in 
some mythical year m an infinite future, 1935, or something like 
that flow would the country be able to pay me back? Out of 
taxes, I was told, everybody would be paid back out of taxes But 
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curiosity was not such that I wondered why this teneinent 
life listed only a mile from Prospect Hill. But its smells remained 
in my, nostrils, and I feared what I was only vaguely conscious of 
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Fortunately there were barriers to keep the two worlds separate. 
Across the street from our house was a very large vacant lot, ex- 
tending a quarter of a mile from the hill-crest down to the valley, 
where factory workers’ dwellings clustered at the end of the car- 
line. The lot was being held for some buyer who would build a 
mansion like those alongside, even more spacious than ours. In 
winter it was a favorite slope for coasting. Occasionally so many 
children from the factory district would come there to slide that 
the snow would be packed down to ice, and a smooth board or a 
dishpan would serve as a sled for the poorest. On such occasions 
my brothers and I, who had been taught not to associate with 
“muckers,” would look on from a distance, a little disquieted by 
this noisy invasion of Prospect Hill. Later a wealthy old lady, re- 
lated to us, built a big house on it, put a high wire fence all along 
the lower boundaries’ to keep out the “muckers,” and installed an 
Italian caretaker, whose children knew their place, to see that the 
grounds were not invaded. We were permitted to coast there 
alone, in lordly style. If occasionally a couple of kids from the 
lower neighborhood, seeing us on the slide, climbed over to join 
us, we told them it was “private property”; they would look on 
us with new respect, as from some higher world, and wistfully 


turn away. 

There must have been an unacknowledged genn of shame in 
my heart on such occasions, for as I look back now I loathe the 
very sound of the words “private property.” 

My school life, passed at private day schools, private boarding 
schools, and later at Yale, did little to alter the pci.spcctivc of the 
world I had acquired at home. I never came in contact with the 
grimy world bdow my social class. In so far as I was iiw-arc of 
other social levels it was of those a little higher than mine, those 
to which Park Avenue and Southampton were as natural as my 
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Prospect Hill, rather than of those below me. Poverty, like death, 
was something well-bred people did not taU: about. 

I was only twelve years old when we went into the last war. I 
felt a good deal of pride, and much less alarm than I should have 
felt, when my father joined the Air Service (at forty-twol) and 
went to France. But I remember being much troubled by the in- 
consistencie.s between some of the new words and attitudes I was 
expected to learn and those I had been taught earlier. My father 
wrote a farewell letter to his sons, telling them alwa^ to hate the 
Germans. But I had been brought up in a definitely '‘Christian” 
home, and the belief that one should love one’s enemies had, with 
some difficulty, been expounded to me. I had been taught the Ten 
Commandments, including “Thou shalt not kill,” and now my 
father was going over to France to help iall Germans. 

At twelve one has begun to reason for oneself, and obvious in- 
consistencies bother one more than a few years later, when the 
habit of rationalization and the separation of ideas in water-tight 
compartments have been developed. I was troubled by the way war 
news and war pictures came Iffirough. Allied attacks were “heroic”; 
German attaclb “vicious.” Allied resistance was a courageous de- 
fense of homes, wives and children; German resistance was that 
of cornered rats. I vividly remember a picture of British soldiers 
“mopping up” an enemy dug-out, by throwing hand-grenades 
down the entrance, while the Germans cowered in terror at being 
blown to pieces: I made myself believe this was “heroic” and 
“magnificc!it” and a “great victory,” because the caption said so, 
but I found it difficult to be really enthusiastic. 

At the same time 1 had mental difficulties with some other 
adult conceptions not immediatdy connected with fighting. I 
could not understand Liberty Bonds and War Savings Stamps, 
which I was encouraged to buy. Of course the country needed 
money to fight the war, though why it had to pay for what seemed 
to be its own anyway was difficult to understand. Wasn't the 
whole country fighting this war? But I was glad to do “my hit” 
and haw some handsome engraved paper as a token of my patriot- 
ism; I was stumped, however, at the notion of being paid back in 
some mythical year in an infinite future, 1935, or something like 
that. How would the country be able to pay me back? Out of 
taxes, I was told; everybody would be paid back out of taxes. But 
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who would pay the taxes? Why, everybody pays taxes, of course. 
Then we'll all [>e paying the money to ourselves? I couldn’t under- 
stand it. The country was getting into debt to itself. It was a ter- 
rific ‘hurden,” this national debt, but it was one of the sacrifices 
made necessary by war, and some day we’d tax ourselves to pay 
the mon^ back to ourselves. 

The sneaking suspicion I had at that time, that there was some- 
thing wrong about grown-ups’ ways of thinking about the war and 
how it was paid for, stayed with me. I would hardly have admitted 
it to myself, as I went through my many years’ schooling in con- 
ventionality. But when, at the age of twenty-five, I came up against 
radical criticism of c^italism, childhood doubts were revived, and 
made me receptive- CertairJy there was nothing in my schooling 
to foster my doubts. 

Yet ray schooling vras good in its way. Tlie main emphasis, as 
at home, was on the humanities, literature, conventional history, 
Latin and modern lan^ages. These studies sharpen one’s critical 
and aesthetic susceptibilities, and while carefully skirting any em- 
barrassing contact witlr the real world, they develop a humane 
s;pipathetic attitude toward one’s fellow-man, which can be recon- 
ciled in later life with the cruelties and cmdities of competitive 
capitalism only by the most rigorous maintenance of niental bar- 
riers between the “business” and domestic parts of one’s mind. 

A secondary emphasis of this education, no less valuable in its 
way, was on science. In the last generation .schools have insisted 
on laboratory work in elementary courses in science, and the scien- 
tific method has involved a constant checking back and forth be- 
tween what the books said and what could be observed. Within 
&e careful limits of the laboratory experiments, in chemistry 
physi^ and biology, there were no taboos or ‘Verbal monsters” 
permitted. In drawing Ihe dissected earthworm one faithfully in- 
cluded and properly labeled its anus along with its other visible 
parts, wth perhaps a shght thrill that here at least one was in con- 
tact with the real worldl 

Economics was different. 1 only took one college course in cco- 
nomi<^ and there was no laboratory work. One could dwell iu 
pure theory, rendered more or less visual through scrawled dia- 
gams on a blackboard. No connection between economics and 
the real world was indicated. New Haven, where I had come back 



ABOUT MYSELF AND MY WORLD 




to collep, was a manufacturing town, a railroad center, a favorite 
r^ort of sweatshops, only seventy-five mfies from the nerve center 
of AmeriMn finance. But the heads of the Economics Department 
lived on Prospect Hill, and I learned no more of the reasons for 
^alA and poverty than if I had still been living there. Yale's 
Gothic cloisters in the booming twenties were not likely to TngVf> 
one qu^tion the eternal verities of the economic and social order. 
£ conscience, nevertheless. I was blood and bones 

of New England Puritan stock, with innumerable Congregational 
ministers in my ancptry, and something of grim old Calvin, by 
way of that ei^ert in hell, Jonathan Edward, must have come 
down to me in direct line. A slightly different steer somewhere in 
niy past and I iiiight have contented myself with organized char- 
ity, or even social work”; in that case 1 could have conscientiously 
squared the parable of the talents with the admonition to die 
'rich young ruler”; I would have carefully conserved my invest- 
ments, and at the same time given to good works as insurance 
against that alarming needle’s eye. 

Some practical economics, as distinguished from the theory 
taught in “Econ. lo,” had been drilled into me from an early age 
by my father. Brought up himself in far-away Hawaii, by a mis- 
sionary father, whose America was that of the 1850’s, my father 
had in extraordinarily pure form the Calvinist economics that fur- 
nished such an impenetrable armor to nineteenth-century capital- 
ism. Wealth is a reward for good works, as he taught us children 
by paying five cents for every excellent school report card. In 
business, competitive shrewdness is the criterion of success, as he 
believed it important to teach us by holding a monthly auction of 
knick-knacks and odds and ends— advertising calendars, duplicates 
of books in his library, old jack-knives and pencils. We littie boys 
would bid avidly against each other, one cent at a time, being 
soundly laughed at if we bid up something to a price more tHan 
we could pay or more than it was worth. We were early taught to 
put money “to work” in the savings bank, quite unable to under- 
stand how pennies and dimes and dollar bills could do physical 
labor, but being duly awed when we were taken down to the 
marble-pillared temple and introduced to iie banker, a much 
more mysterious ana powerful person even dian any minister we 
knew. 
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Perhaps you will think that, having everything money would 
buy, I could not know the value of money. But my father had had 
to save his pennies as a hoy, and he was determined that we should 
have a proper respect for them, too. Pocket money was doled out 
in infinitesimal proportions. We were encouraged to do odd jobs 
like mowing the lawn around our country place, for which we 
would be paid ten cents an hour. It was then a thrilling experi- 
ence to go to the village store and buy candy. Large candy sticks, 
striped like a barber pole, were a penny apiece. In my earfy think- 
ing on economics the unit standard of v4lue was the satisfaction 
to be derived from buying and eating one penny stick of candy, 
and larger sums of money were mentally transposed into terms of 
this unit. I was never permitted to buy so many that I learned 
anything about the law of diminishing utility or about marginal 
utility. 

At the age of about fifteen, I was put on an allowance of two 
thousand dollars a year, out of which I was to pay all expenses, 
school tuition, clothing, and incidentals, leaving only vacation ex- 
penses to be borne at home. The allowance was half in cash and 
ha lf derived from investments— diversification in sound common 
stocks was the only rale, but in practice I clidn^t make any changes 
from the excdlent portfolio of securities turned over to me. Be- 
fore my annual check could be deposited at the beginning of a 
new year I had to show a balanced account book for the prcvioti.s 
year— which usually meant a couple of sweating days out of the 
Christmas vacation— and a balanced budget for the coming yc:ir. 
I was solemnly warned: “Neither a bonower nor a lender he." 

I always tried to live up to these prccqjts, and accepted the 
economic system they vaguely indicated. Every Christmas I was 
asked what my stocks were worth, and I learned to look them up 
the day before in the financial columns of the newspaper. But my 
conscience still troubled me. I did not feel affluent with my tw(j 
thousand dollars a year, even with all the vacation perquisites 
thrown in. I did not know that this income was larger than eighty 
per cent of the families lived on in America, let alone individuals. 
But I could not be entirely blind to the fact that most people 
were poorer than I, and I had heard vaguely of some idealist who 
had gone to live in the slums to see “how the other lialf lived." 

After graduation from college, still innocent about most of tlic 
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ways of the world, I decided to take the three-year course in the 
Law School, but, unwilling to spend more vacations in play or 
trips to European museums, I determined to devote the next 
three summers to seeing for myself 'liow the other half lived.” 

I Go Exploring 

The first summer, that of 1927 , 1 worked two months as a farm 
hand. My first job, secured through an employment agency in 
Springfield, Massachusetts, lasted only a few days. The farmer 
made it clear that I wasn't worth what he w^s paying me: he said 
he didn’t mind my inejqjerience but that I showed no ability to 
learn. I left, wondering what a Phi Beta Kappa key really signi^ed. 
I got another job by answering a want ad, and my pride was so 
low that I was willing to work for a shamefully low wage, a dollar 
a day— with board and lodging. 

I learned little except that the other farm hands who came and 
went were unenthusiastic about getting in someone else’s hay, and 
that everyone in the little Massachusetts neighborhood was im- 
patient to have Sacco and Vanzetti die. The old farmer, who did 
more work than any of his hands, was particularly bitter against 
the delays of the law: “Amachists,” as he called them, “ought to 
be shot at sunrise.” But I acquired some idea of the amount of 
backbreaking work that is involved in producing food for city 
populations, and how much of the backbreaking work can be saved 
by such machines as trucks, power hay-forks, automatic hay- 
loaders, and an overhead trolly to carry manure out of the cow 
barn. 

In the summer of 1928 I used a little “pull” to get work in a 
brass mill in Waterbury. The first job was in the rivet shop, on a 
night shift— thirteen hours, five nights a week— a nightmare of 
feeding rivets into a shaping machine, deafening clamor, the nau- 
seous smell of hot oil, piecework speed, and a hideous endless 
monotony. I watched the clock hands crawl around the dial. 
Talk was impossible in the din, and the workers were far apart. I 
decided then and there that unskilled factory labor made a hor- 
rible travesty of human life. Of course anyone can get used to it. 
But only hy a kind of encysting process: all mental activity must 
withdraw into a tiny inner shell, and the more it can simulate 
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death the hettec the adjustment. I suTvived in that shrunken inner 
world by a conscious and elaborate or^nization of day-dreams. 

Transfened to another department, as an inspector of the prod- 
uct of a number of machines operat&d mostly by women, I found 
myself far enough up the hill of pur^tory to get a considerable 
perspective. I developed a new appreciation of me marvelous and 
intricate ingenuity or the machine, and at the same time of the 
relative cheapness of human labor. Many small processing opera- 
tions on light brass products— electric light sockets, vanity casos, 
automobile hub caps— were being performed in this shop. The 
principal operation was feeding the machines. In some cases this 
was performed by hand, in others again by automatic mechanisms. 
The automatic feeders seemed to break down frequently enough 
so that the cost of using them was very close to feeding by hand, 
and many of the girls would be working alongside of machines 
which were performing the same operation. A slight increase in 
efficiency and added investment— or perhaps a slight rise in wages 
—would have made it economical to dispense with at lea.st half 
the workers in that shop. 

I was filled with a vague disquiet. This balancing of co.sts, this 
failure to utilize the automatic process to the full, so the girls 
could get out into the summer greenery, the urge to see them free 
—free from this prison-like confinement — over against the realiza- 
tion that freedom meant unemployment and empty pocketbooks, 
all puzzled me. The hideousness of Waterbury spread out for sev- 
eral miles in every direction. But I knew that out beyond was a 
vacation land, where my friends were playing, breathing the deep 
fragrance of newly mown golf courses in the sun. I saw the auto- 
matic machine as a bringer of freedom— and fear. 

In my smug R^ublicanism I found comfort in the fact that the 
plant maintained a trade school open to any bright young worker, 
and that it would even send a particularly promising youngster to 
engineering school. It was undoubtedly possible for the ambitious 
and able to rise in the world. But somehow that did not quite 
elderly woman who was stamping 
Made in tJ.S.A.” on brass thimbles down in the comer had been 
worlabg there for thirty-seven years, and that she was humbly 
grateful to the company for giving her an annual week's vacation 
with pay ever since her twenty-fifdi year. 
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The next summer, the last of the glorious 1020’s, I left New 
England and wandered westward. I had a week of selling magazine 
subscriptions from door to door in Pittsburgh, and then, after a 
long jump, another we^ in Oklahoma City. I learned that sales- 
manship is a more horrible killer of humanity than factory labor. 
The smart young white-collar men who sold sixteen-dollar club 
subscriptions in working-cla^s homes made good money if they 
sold three or four a day, but they sold whatever souls they had 
at the same time. I could see not the slightest connection between 
the possible value of the product sold and the making of a sale. 
The sale depended entirely on the extent to whic^ the salesman 
could lie, bluff, wheedle and cajole the badgered housewife into 
signing her name— there was lirae chance of a sale if the man of 
the house were at home. Every house was already littered with 
tawdry magazines which were admittedly not read. I was con- 
gratulated by the “crew manager” when I made a sale my first 
day— to a wan little woman who had sprained her back a week 
before and was unable to get out of an armchair even to change 
her baby’s diapers, much less put up any effective "'sales resist- 

Every house interior in Oklahoma City was eractly like every 
house interior in Pittsbur^i, a cheap imitation of the furnishings 
depicted in the garish advertisements in tiie magazines I was sell- 
ing. I was looking for what was left of the Frontier and I had to 
escape. I bought a battered little Chevrolet— not out of my earn- 
ings— and followed the wheat harvest north. I was a plutocrat, of 
course, compared to the thousands of harvest hands who hitch- 
hiked or rode the rails. With constantly changing companions I fol- 
lowed rumors of ripe harvests and many jobs, up llirough Okfe- 
homa, Kansas, Nebraska. Every little grain center we came to 
packed with gaunt sunburned men on the same quest, getting one, 
two, three days of work a month. The combine had conquered 
the grain belt, and the men it had displaced were tramping the 
roads in forlorn thousands. I got two or three jobs of a couple of 
days each, and was appalled at die bleakness and ugliness of these 
dung-encrusted farm homes, the “backbone of America.” In one 
house, on marginal land, at the end of the Bad Lwds, where the 
wheat seemed too scrawny to harvest, the Ibrmer and his wife 
hated each other with a murderous hate, and the “great open 
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spaces” outside seemed to squeeze in the tiny world of their dis- 
content. I did not know then tliat depression had hit agriculture 
in 1920, and that this failing struggle with failing land was already 
almost a decade old. 

I fled once more, into my own familiar world, visiting some 
friends at Swan Lake in ihe Montana Rockies. I drove up in my 
now tottering Chevrolet, with my clothes still grimy from the 
harvest fields, and I had a sense of relief at being back among my 
own kind when the maid who answered the bell referred me to 
the “service entrance.” Swan Lake is a summer refuge of the lords 
of Anaconda Copper, who, though I did not know it then, virtually 
own the state of Montana. Their daughters, with whom I went 
riding, wore immaculate riding habits tailored in Fifth Avenue 
shops. I could not help liking their company, but I felt uneasy 
at their contrast to the gaunt men who sat silent and dusty on the 
curbstones of the littie wheat towns a few hundred miles away. 
And I had no further illusions about the Frontier. 


A World in Transition 

I had one more year in the Law School. In November there 
was a stock-market crash, which I read about indifferently. My 
own discontent with the laws of personal and real property was 
getting unbearable. My fellow-students were focused on the big 
Wdl Street firms, where the most lucrative busine.ss was in reor- 
ganizing copper companies and farm implement manufacturing 
corporations and brass factories. But they never expected to ham 
die copper or farm machinery or brass, only Class A and Class B 
stodc and junior debentures and waivers and estoppels and equi- 
ties. Unemployment was a word more and more in use. But I bad 
difficulty linking its abstractness to the girls I had known making 
brass gadgets, or the tramping harvest hands. 

I was still far from questioning the economic system around 
me. It rested on eternal verities, though I knew there was always 
room fOT rmprovement and reform. I had a dim Utopian yearning 
to see the rai* wdderness I had glimpsed in my .summer wancler- 
m^ recited to the same carefully tended trimness and beauty 
and comfort of the garden world in which I had been brought 
up. But I was still too much concerned with straightening out 
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inner personal problems to bother overmuch with social problems. 

The prospect of settling into law practice immediatdy on tak- 
ing tiie bar examinations was one I could not face. Again I took 
flight, tliis time with a generous letter of credit in my pocket. In 
some mysterious fashion I could not understand, this piece of pa- 
per would enable me to draw money in Allahabad or Singapore, 
Tokyo or Constantinople, and live in the style to which I was 
accustomed, while I explored the great world in a larger circle. I 
still felt as ignorant of the real world as when I lived on Prospect 
Hill. 

For a year I went toward die rising sun, by way of Europe to 
the Near East, India and on to the Far East, and then for another 
year westward, first across the length of the Soviet Union and 
finally, after zigzagging around Europe, back home. 

From the moment I first left America I found m3^eif in an 
atmosphere tense with change. The whole political structure of 
the post-war era was tottering and shifting, as the economic foun- 
dations under it gave way little by little. The people I talked 
with, die strangely detached, international-minded, traveling pop- 
ulation— it was not in tourist season— spoke in familiar terms of 
catastrophes impending. I was lugging a heavy suitcase of books, 
picked out, not by my fether, but by a mildly liberal economics 
professor. I read anthropology, the history of morals, a Fabian So- 
cialist book or two, a volume of American muck-r^ng. My pre- 
conceptions slowly began to disintegrate as I pursued my journey. 

I had been brought up on Kipling. The special mission of the 
Anglo-Saxon race in bringing enli^tenment to the world— the 
“white man’s burden”— was something to be taken for granted. 
But as I traveled out by way of Egypt and the Arab Near East to 
India I became aware of the seamy side of imperialism. I saw 
picture-book Englishmen— beautiful, charming, arrogant— living in 
“oriental luxury,” where the per capita income for all of India was 
five cents a day. As an American without undue race prejudice I 
made friends easily with Hindus who were never considered any- 
thing but menials by their British rulers and exploiters. I talked to 
Gandhi and Jawaharlal Nehru, and realized that ideas on politics, 
economics and social relationships— drawn not only from the cul- 
tural past of India but from modern Russia and the Western 



sodalist movement— were leading toward conclusions “not dreamt 
of in my philosophy/’ 

A vague sense of a whole world in convulsions began to grm 
me. India was obviously headed for independence, whether rightly 
or wrongly, peacefully or violently; and then what would happen 
to the British Empire and the tight little world of Anglo-Saxon 
snobbery in which I had been brought up? 

I went on to China. The revolt against foreign imperialism was 
at its height. I had the chilling experience of being spat at as I 
drove through the noisome slums of Shanghai. I visited the vast 
tomb of Sun Yat-sen, symbol of the new China, in Nanking, and 
read the principles he enunciated for the coming era— almost .so- 
cialist in their emphasis on the role of ravernment in the building 
up of a China for the Chinese. I could understand wl^the Euro- 
pean and American business men feared the rising 6hine.se na- 
tionalism, which was obviously destined some day to sweep them, 
and their “concessions,” and “international settlements,” and 
“open door” for profite, into limbo. As I dined luxuriously in an 
air-conditioned dining-room at the top of one of Shanghai's sky- 
scraper hotels I was vaguely disquieted at the thought that the 
ideals driving China were not the ideals of American democracy 
(which somehow had produced American skyscrapers), but of 
something newer and more radical. Yet when I interviewed 
Chiang I^i-shek— former ally of Communists, now' fighting them, 
later once again to become their ally— I felt in his piercingly direct 
black ey« some kind of spiritual force against which Western 
domination of China could not long contend. 

I went north. I found the Forbidden City of Peiping and the 
dierry blossoms of Japan stale postcard stuff in comparison to the 
great drama of clashing world interests that was then coming to a 
head in Manchuria— imperialism, nationalism, the Western world 
versus the Eastern, American technology taken up and as it seemed 
imprwed by the Japanese, to begin some great venture about 
which nothing could yet be guessed except that it would follow 
no pattern yet known to history. 

By the time I tremulously stacked my possessions on a “hard 
^ bench on the Trans-Siberian express in Manchouli, the ideas 
in which I had been brought up, my conceptions of the world 
and Its economic and social order, were riddled through and 
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through. Soviet Russia put a new strain on tiiem, and they crum- 
bled completely. 

I entered the Soviet Union with only the knowledge of the 
average conservative outsider. I feared I was coming to the center 
of the disintegrating forces that were wrecking ci^Sization. Even 
if the Russians were still human and friendly— I had half-expected 
to be spotted as a capitalist, taken out at some Siberian way sta- 
tion and shot— nevertheless the whole Bolshevik way of thinking 
was in too many respects the precise opposite of all I had been 
taught to believe, for me to take to it except as a frightened 
patient takes to some drastic medicine. The workers in factories, 
the ‘'toilers’” of every kind, were exalted; cultured refinement, in 
which I had been brought up, was held in contempt. Moreover, 
1 was aware from the first of the contradictions and inconsistencies 
of this new world of universal brotherhood. I saw terror in the 
faces of some who looked over their shoulder before they talked to 
me. I sensed tragedy in pitifully ragged and uprooted peasant trav- 
elers. I saw furtive beggars, who had no bread-cards, devouring 
crusts which the more fortunate could spate. As a “hard class” 
traveler I resented the well-groomed offica^s who traveled in the 
luxury of “soft.” 

But I began learning a new economics. It was concerned with 
production rather than finance with making goods rather than 
with making money. 

The tractor was then the symbol of the madiine world this 
country was building. Tractors and combines were being built, not 
to sell haphazardly to farmers who would then have no use for 
hired hands, but to enable more food to be grown with less human 
labor. I was taken into factories, where the sight of hundreds of 
grimy humans tending countless implacable roaring machines 
filled me with the old horror of my Waterbury experience; but 
at least there was meaning and purpose here that lent hope: the 
more machines, the more products, the higher the standard of 
living, the more leisure. There was some sense to this. It was in- 
conceivable tlrat automatic macliinery would be idle until every- 
body had enough; it was inconceivable that it would be a curse 
instead of a biasing. 

There were banks, hut they were not marble-pillared temples. 
I saw all sorts of bookkeeping entries being made while I waited 
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endlessly for travelers’ checks to be cashed. But the whole book- 
keying mechanism of the country was explained in co^aratively 
simple and obvious terms in the propaganda I read. There were 
contusing hangovers: a theoretical gold standard, government 
bond issues, and others. But it was not hard to understand that 
the monetary system was thought of as wholly subordinate to the 
production schedule of the Five Year Plan. 

As for the consumer and his standard of living, obviously some- 
thing was wrong. I was told how so much production was going 
into building factories and making machines and developing re- 
sources — ^which would later make possible much more ample con- 
sumption— that the present consumer goods were few. The shelves 
in the shops were mostly bare; it was clear that coitsumcrs had 
more than enough tokens in tlieir pockets— money, food cards, 
identification cards entitling workers to factory meals or special 
allotments of shoes and other goods— to absorb all the goods pro- 
duced as soon as they were made available. But goods were woe- 
fully short. 

Thrift was laughed at. After all, was not the governn^ent prac- 
ticing thrift to the extent of diverting half the country’s produc- 
tive energies into capital construction? A girl teased me for my 
“bourgeois” habits when she caught me ordering the lcs.s expen- 
sive items on the hotel menu, while I had a pocketbook full of 
rubles. What is money for, if not to spend? 

This was the third and biggest year of the first Five Year Plan. 
Everywhere on billboards, on street corners, in riew-spapers, were 
tibe latest ifgures on the production schedules. The economic sys- 
tem came into diagrammatic relief. It was easy to undastand. 
'There were vast resources in the land, and vast numbers of hands 
to work these resources— and to make machines to work these re- 
sources— in order to produce and distribute good.s. 

Meanwhile I read, as an echo from some strange mythical world 
I had left, of the pound going “off” gold, and of the panic in the 
money markets of Europe. And the only American news that 
reached me was of lengthening breadlines in the shadow of burst- 
ing warehouses, of “hunger marches” while wheat was burned, of 
idle men and idle machines and idle resources. 

This Russian economy was devastatingly logical. I did not know 
how to refute it. Life was brutal and crude, to be sure, and the 
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lack of skilled administrators, which a year later brought parts of 
the Five Year Plan near to collapse, was apparent enough. But 
permeating the whole was an appealing ideal-— plenty for all— and 
a stark common sense in the business of going out to secure it, in 
sharp contrast to the oblique mythology of die economics I had 
learned at home. 

I spent three months wandering over the Soviet Union— Siberia, 
Turkestan, the Caucasus, Moscow, Leningrad, Kiev, Odessa. I 
spoke enough Russian to make my way alone, and for a while I 
had a job in Moscow teaching English, to give me the feeling that 
in a small way I was part of the picture. The warm kindly hu- 
manity of the Russian people, whether or not due to their eco- 
nomic system, had certainly not been destroyed by it, and the 
eager confidence of the young people won me to tolerance as noth- 
ing else could have done. I left in a state of complete moral and 
intellectual indigestion. 

That winter I spent in Italy. If communism was to be studied 
seriously as an alternative to the ways I had been taught, then 
fascism was to be studied equally seriously. I rwis without preju- 
dices or preconceptions by this time, desperately searching, know- 
ing only that the greatest sin was a closed mind. 

Mussolini’s Italy struck me at every point with its parallels to 
Russia, except that at every point it was on a lower level. There 
was the same fanatical enOiusiasm of the young people, but not 
quite so fanatical. There was the same emphasis on collective 
action as a national group, but without the clear-cut simplicity 
of direct socialist planning. There was tihe same arrogaui. ignorant 
superiority to the “capitalist” world outside, though the differences 
from capitalism were often not apparent on the surface. There was 
a little building construction going on, but not on anything like 
the Russian scale; and I was not taken to see new factories. The 
atmosphere was not quite so tense, either with terror or exuber- 

One strange fact struck me as soon as I left Russia; it amazed 
me when I landed in Constantinople from Odessa, and it stayed 
with me when I got to Italy. It was the display of foodstuffs and 
other waxes in innumerable shops. My first impression was one 
of returning to lands of milk and honey. But ra^ed poverty and 
pinched faces were everywhere for the looking. Apparently Italy 
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had been unabk to solve that basic problem: her people couldn't 
consume what she could produce, because they couldn't buy it. 
There was no integration between productive capacity and pur- 
chasing power. I vaguely sensed that this was crucial. 

I went on to SociS Democratic Gcnnany, where the only choice 
for people rendered desperate by depression seemed to be l^tween 
the Communists and the Nazis, I spent a few months in England 
where at least I hoped to find a safe and familiar stability. Could 
England, with its centuries-long traditions which were also my 
traditions, conceivably have a revolution? 

One of the politick leaders I sought out was a member of the 
House of Loras. I was ushered down the calhedral-Iike corridors 
of the Houses of Parliament by impressive Runkics, and shown 
into a great Gothic room that might have been a bishop’s study. 
A grave and degant gentleman rcceival me, every inch a Lord. 
Here, I felt, was the British Empire itself, in ail its dignity. What 
if the Lord was a member of the I.abour party? England could ab- 
sorb anyrthing, even the Labour party, and turn it into a pillar of 
strength. But when I asked the Lord his views on England, on 
Europe, on the state of the world generally, I was appall^. Noth- 
ing but revolution could swee}> away the decadent institutions 
that were impeding progress. Never mind the cr)st. ft was better 
to have a thorough house-cleaning and start again. 

If such ideas could be quietly intoned in the chatubens of a peer 
there was no longer any use my trying to pretend the old world 
was not vanishing. Everything in my past had conspired to make 
me a conservative. Yet now I had to adjust myself to radical chan^ 
as a &ct. 

Of course I had always known that history must mean change. 
But apppently in certain periods the pace i.s speeded, the .stresses 
and strains of growth and decay become intolerable, events move 
suddenly and swiftly. I knew now that I wa.s liviiig in such a 
period. It was even conceivable that civilizatioti would he imable 
to make the adjustments necessary to survival. I already sensed 
everywhere the consciousness of impending dfjmu whicl'i was to 
grow in the following years. 

I found at the end of my world tour, almast to my horror, that 
I was arguing the inevitability of revolution with everyone I met. 
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Myself in Transition 

In one sense, to be sure, I was prepared to be a rebd against 
tbe status quo for some time before ibe crucial shift in my tiiink- 
ing. The grim realities of American life as I had, if only super' 
ficially, discovered them in the summers between studying law, 
bad struck me most of all for their ugliness. The contrast between 
the industrial wastelands and the sunny green pastures where I 
had been brought up was too vivid. I resented the ethical con- 
trast between the standards of generosity and affection and mutual 
consideration of my own home and the injustices and brutalities 
of the commercial system. Yet my revolt was more aesthetic than 
ethical. The disorder and planless anarchy of the workaday world 
horrified me; the sordidness of poverty filled me with disgust 
rather than pity. So there was something in me that welcomed, 
almost from the first, the idea of an orderly planned economy. 

Yet to accept a really radical concept of change warred with 
my natural conservatism; even more it warred with my idealized 
craving for freedom. How could I fit my individuality into the 
stem requirements of communism? Fascism had no appeal. It 
seemed a poor substitute for communism and offered no more 
scope for the precious values of individualism and individual free- 
dom. I finally concluded that there was little chance for the in- 
dividual in the world as I had seen it, and that there might be 
vastly greater chances in the new world I saw ahead. 

By the time I left Europe to come home, I was converted: The 
capitalist system was passing and must be replaced by a socialist 
system. Since Russia seem^ to be having immense successes in 
solving the basic economic problem— its industrial production 
doubled in four years whfle the rest of the world was slumping 
to desperate depths— I was ready to call myself a communist. 
Since Marx was the ibiher of Russian communism, I was ready 
to be a Marxist. Since the dictatorship of the proletariat was the 
■slogan under which the political changes had been carried out, I 
was even ready to admit that this might be the only way, though, 
with my background, this required a greater religious consecration 
than the rest. 

Yet, having thrown off one ready-made mythology with infinite 
pain, I was skeptical from the first about the new mythology that 



was offered instead. I got back to New York expecting to see signs 
everywhere of the uprising of the American working class, as I had 
read about it in Russia. But New York looked much the same. I 
couldn’t see the uprising. I wandered in Union Square and bought 
the revolutionary Marxist publications for sale around the edges, 
but the knot of jobless men clustered near a soap-box orator 
looked forlorn and hardly sufficient to tenorize the “bourgeoisie.” 

I went in the subway to Coney Island on a Sunday afternoon, 
and “the revolution” seemed as remote as did Moscow. 

From the little I had been able to observe of the real America 
in my summer vacation explorations, I found it difficult to believe 
that “Tovarich,” or its American equivalent “Comrade,” would 
ever be the common mode of address. I could not imagine Ameri- 
can schools propounding “dialectical materialism,” though I knew 
we had plenty of nonsense of our own. I could not visualize the 
America of Jefferson’s Declaration of Independence, of Andrew 
Jackson’s frontier boots, of Lincoln’s log-cabin-to-Whitc-House 
tradition, becoming a Soviet America. 

So I put this all aside for the time being, and set out on what 
seemed an immediate and obvious task, helping other Americans 
to think at least as far as I had thought. 

How for was that? I knew that the arrangements by which vfo 
worked and produced and distributed goods in this country— I 
called them the capitalist system— did not work well, and that new 
anangements had to be devised. For eight months after I got 
hack from my world tour, through March, 1933, looked as 
though they soon would break down completely. 

I was a^rare that there were immense possibilities for the crea- 
tion of wealth in this country, unused resources, unused labor 
power, unused machines, and on the basis of what Russia had 
already done, it seemed reasonable to assume that with some 
common sense in our economic arrangements wC could produce 
plenty for everybody and abolish poverty. I had seen enough of 
poverty in my travels in this country so that the idea of abolishing 
it filled me with enthusiasm. I knew enough about the amenities 
arid potentialities of life if it were lived in a well-tended garden, 
with freedom, and the opportunity to create, to make me want to 
shout from the housetops that such a life could be made avail- 
able for everybody. 
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Moreover, poverty by that year 1932 was on every street corner. 
And I became aware of the permanent casualties of the “Ameri- 
can system,” tottering old bums, empty hulks of men who had had 
no solid food inside tiiem for longer than I liked to think— though 
somehow they could usually 6nd how to get a drink. When one 
of them would ask me for a nickel for a cup of coffee, it made 
me feel utterly futile. For they were past helping. I had a sense 
of emptiness in my own stomach when I saw those hollow phan- 
toms. I compared the gray stubble in their sunken cheeks with 
the full smoothness of my Wall Street friends, and the hideous 
ramshackleness of not only the Bowery but most of New York, 
with the velvety finish of the comfortable homes I had an in- 
timate knowledge of, and I had a craving to see these hulks 
washed and shaved and tailored and comfortably ensconced in an 
armchair by a club window drinking Highballs in gentlemanly 
fashion. I had a craving to take a huge sponge and wipe ah these 
ugly tenements off the face of Manhattan and b^n again, with 
some fantastic sunny “city of the future” for a plan. 

I had no doubt tliat the problem was basically economic. I had 
no inclination to preach at these old bums, as I had once done 
at a “mission” when I was in college. 

So, with a like-minded colleague, I launched a magazine. We 
felt we were following in the footsteps of Thomas Paine, whose 
pamphlet, Common Sense, had done much to bring another great 
crisis to a head; so we took that name. Our message was direct if 
oversimplified. The economic system was breaking down, with 
consequent poverty and misery “in the midst of plenty.” The 
alternative was “production for use.” It seemed obvious to us that 
the Marxist parties, socialist and communist, were too deq)ly in- 
volved in European dogmas to meet a re^onse in America. We 
looked to the more spontaneous native revolts— Populist, Progres- 
sive, Farmer-Labor~as indications of the kind of movement that 
mig^t succeed. And we called for a leassertion of the “ideals of 
1776” as the logical slogans under which the American people 
might be aroused to action. 

At the same time I welcomed the opportunity to speak from 
every platform that invited me. If I were asked embarrassing ques- 
tions about objectives and methods, there were always easy an- 



swers ready. But they were only tentative ones, and many of them 
were sheer bluff. 

I suspected that I was only at the beginning of my problem, 
rather than at the end. Innumerable questions were rising in my 
own mind which I could not answer. 

TTie only people I found who had answers to every question 
were the Marxists. They often gave different answers, and they 
fou^t bitterly among themselves. But they had an overwhelm- 
ingfy voluminous literature, from Marx down to contemporary 
thinkers; more than any of the non-Marxist groups they appre- 
ciated the profundity and complexity of the change from one 
kind of economic system to another. What they seemed to lack 
was freshness of perception. They considered all problems in 
terms of mid-nineteenth-centuiy concepts, and even their language 
had a slight savor of antiquity. Their answers did not satisfy me. 

The next Iwlf-dozen years have been so swift and full as to 
leave rationalization and understanding always panting in the rear. 
TTie New Deal came in six months after we start^ Common 
Sense. It seemed to fit none of the categories in which radicals, 
including myself, were thinking. Was it socialism or capitalism? 
Even to^y the debate rages. At the same time as the New Deal, 
Hitler appeared on the front of the world stage. Was Nazism 
socialism or capitalism? Americans pretty generally agreed that they 
did not like the Nazis, but witla equal unanimity they did not 
understand than. Meanwhile more and more was being written 
and thought about the Soviet Union, and with the recognition of 
its government by Roosevelt an eia of almost wistful admiration 
set in among American liberals; yet even in the case of communist 
Russia the dd categories of thought did not seem to fit. Business 
men went to see ror tbemselves and came back saying Stalin’s 
system was not socialism or communism, but a form of state capi- 
talism. The Trotskyit^, at the other extreme, were becoming 
more and more voed in their insistence that “the revolution” had 
b^n “betrayed.” 

Two conclusions began to emerge in my own thinking. One 
was not given dear expression till, as I mentioned in the intro- 
ductory chapta, “semantics” burst on my consciousness. It was 
that the words we were using were inadequate and dangerous 

tools. The “revolnfinn.” fhe “wnrVintr 
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munism,” “fascism/’ “capitalism,” “liberalism/’ the “profit sys- 
tem/’ “production for use”— all these were abstractions being used 
variously and incongruously. As Stuart Chase said, following 
Korzybski and Brid^an, what we needed was more “operational” 
thinking, more testing of our concepts in the real world, to find 
what they refened to— their “referents.” 

The second conclusion was that, while we were in a period of 
historical transition from one system of economic practices to an- 
other, no one had clearly defined the beginning and the end. 
■\^at were the essential features of the system we were leaving 
behind? And what were the essential features of the new system 
toward which we were tending? Transition, yes; but transition 
from what, to what? Until they knew the answers to that, how 
could intelligent men decide on methods of transition? 

Before I went any farther it was necessary to determine just 
what this slippery word “capitalism” referred to. I never became 
enough a rebel to want to sweep away the whole past, j'ust for the 
sake of starting amin. The more gradual the transition, I was sure, 
the better, on all scores. What were the minimum changes that 
were necessary? I had to go backward, into my own past and into 
the historical past, back Mfore the Great War, or at least before 
the Great Depression, to find what specific “referents” made up 
this abstract term “capitolism.” Then only could I begin to define 
my problem. 



Chapter Three 


WHAT IS CAPITALISM? 


I N 1914 I was nine years old. Few of my useful memories go 
back to the mythical pre-war world. My nursery view of it 
was a part of my nursery view of home and family. 'Hiough 
I might not always like its constraints, it was perfection. My 
parents and the rules they made were unalterable and infallible. 
The world had reached the final stage of progress. Once there had 
been ogres, cannibals, wars, pestilences, hunger and greed and 
cruelty and oppression. But these things, except in a few out-of- 
the-way comers not yet reached by the American and British 
flags, had been cleared up. The world was now as clean and bright 
and sunny as our nursery. 

My knowledge of that well-ordered world which was shattered 
by the war is thus only a memory of an atmosphere impregnated 
with smug assumptions. 

The earliCT voices of protest and revolt had been almost stilled. 
In ray especially sheltered world I had never even heard of them. 
The Utopians and Christian Socialists, Owen, William Morris, 
Charl^ Kngsley, whose revolt against the ugliness and iniquity 
of mid-nmeteenth-centery industrialism had given the first ideal- 
istic drive to Ae British Labour party, and their late American 
counterpart, Edward Bellamy, had been foigotten in the glittering 
pronme of the twentieth century. I read Kingsley’s Wato Babies* 
Its chimney-sweep victim of child labor was only a lay figure in 
an apcjpnf fairy tale. I read Dickens, and the grim horror of Eng- 
fands toory slums frightened me, but this was long ago, before 
humamtariamsm had triumphantly legislated poverty out of sight. 
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As foT Karl Marx and Marxian socialism, which had flared briefly 
in the more backward countries of Central and Eastern Europe, 
not even their echo had reached my world. They had given way 
to social legislation and an increasingly respectable trade unionism 
in Europe. Though, without my being aware of it, there was a 
buoyant and growing socialist movement in every advanced coun- 
try, including America, in those pre-war years, it carried no menace 
of Marxian revolution. 

One of the basic assumptions of the pre-war world, which still 
has its many stubborn adherents today, is that ^italism was the 
final achiev^ent of a long struggle for liberty. The history books 
I read did not even say this, so basic was the assumption. In fact 
I never heard the word capitalism. 

Two Simple Answers 

The trouble with history is tliat it is always told with ulterior 
ends in view. We justify our biases by citing our own interpreta- 
tion of events. It has taken me some time to realize that of two 
completely opposing views of the origins of laissez faire capitalism 
each may contain parts of the truth. On the one hand is the view 
that capitalism grew out of the triumph over despotism. On the 
other is the Marxist view that capitalism is merely a new form of 
exploitation of one class by another. 

Adherents of the Marxist view are inclined to be cynical of the 
older view, as a mere rationalization of ugly facts. Yet it was none 
the less true that capitalism came to full flower as a result of the 
liberating and enlightening tendencies brought on by the Renais- 
sance and Reformation. Two paramount ideas came to affect men's 
minds powerfully in the seventeenth and eighteenth centuries; we 
may call them science and humanism. Science meant a new and 
more efficient method of thinking, and brought on the great .tech- 
nological achievements of the Industrial Revolution— the age of 
the machine. Humanism meant a bdief in the value of the in- 
dividual human personality, carrying as a corollary the belief in 
self-discipline— “freedom”— as opposed to an externally imposed 
discipline, and hence democracy, as a technique of group organi- 
zation. 

Simultaneous with this development — I think it fruitless to 
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argue whether it was cause or effect— came certain economic prac- 
tices, which were ultimately given philosophic content as laissez 
faire: let the individual alone to seek his personal economic welfare 
free of governmental restraints, and the social welfare will follow 
naturally. The principle did indeed seem to produce remarkable 
results in terms of economic progress and the production of 
wealth. An “economic system” of amazing efficiency spread over 
the world. 

The French Revolution and the whole transition from feudal- 
ism to capitalism is baffling and confusing because, while men like 
Voltaire were revolting against stupidity and superstition and 
autocracy, other men were reaping an economic reward through 
the establishment of “free enterprise,” which meant a new form 
of exploitation. For understanding the latter development, the 
Marxist view is essential. 

Down through history there have been a number of forms of 
exploitation by which me many were kq>t in subjection by the 
few. The three classical divisions have been slavery, serfdom, and 
the wage system. In all of them there has been some chance of 
recruiting up from the bottom, to strengthen the rulers' line. In 
all of them the great mass produced enough wealth above their 
own subsistence to enable the privileged few to live without them- 
sdves producing wealth. Parasitism and extravagance were not 
their only features, however. In every system the rulers performed 
the indispensable function of organizing and adniini.stering the 
group, without which it could not have survived as a group and 
most of its individuals would have perished. When the rulers 
failed to perform this function new individuals rose to take their 
places as rulers, and occasionally a deep social change occurred, as 
in the shift from slavery to feudalism, sufficient to change the 
nature of die class division. 

The emergence of modern industry from the Middle Ages ac- 
companied the growth of science and democraq^. Amliitious busi- 
ness men, merchants, traders, manufacturers, gradually won scope 
to carry on that business enterprises without arbitrary interfer- 
ence. In France the monarchy was violently overthrown, and bu.si- 
ness men became assured of control under the Directorate and all 
fflture governments. In England there was some violent struggle 
in the seventeenffi century, but for the most part the old land- 
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holding nobility who controlled the King merged insensibly with 
the rising business magnates. In other countries business won only 
tentative concessions. But in every case it is important to note 
that the national state never relinquished its authority; it merely 
fell under the control of varying interests. 

For his concept of the class state Marx must be given fullest 
credit. Other students of politics had idealized the State as some 
kind of divine and ultimate Reality. Marx showed how the politi- 
ck struggles, such as those of the period of the French Revolu- 
tion, were struggles of classes representing conflicting economic 
interests, for control of the governmental machinery. UnWu- 
natdy he vastly oversimplified this class struggj^ he believed iat 
there must always be only two basic classes at odds, until finally 
one class, the proletariat, would abohsh all class distinctions. 

It is essential, then, to realize that laissez faire capit^sm, while 
apparently thrusting government into a backstage, passive role, 
represented to an equd degree the coming to governmental power 
of a new class. It is true, however, that as compared to the pre- 
vious ruling dass, they wished to minimize direct governmental 
intervention in economic processes. 

The outward picture, on which the laissez faire economists 
fastened, was that of the entrepreneur or free enterpriser. The 
driving incentive to production and efficiency was the margin of 
profit the enterpriser could derive from selling the product his 
workers turned out for more than it cost him. His enterprise was 
free, in tiie sense that no one gave him any orders. The workers 
were free in the sense that they could enter or leave his employ- 
ment at will, unlike slaves or serfs. 

Tlie discrepancy between the theoretical freedom of the workers 
and the conditions under which they actually lived, particularly in 
the early nineteenth century in En^nd (but capame of duplica- 
tion any time anywhere, from the cotton mills of S han ghai to 
those of our soulfiern mill towns), has always lent plenty of sup- 
port to the Marxists’ argument that this was a new system of 
slavery, not one of freedom. Actually, I think it fairer to say it 
was both.* 

• If we wanted to take a long view we might say that die need for new 
disciplines and new administrative techniques had raced ahead of the possi- 
bilities of devdoping the self-disciplmes which spell freedom. Self-disdplme — 
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What I am concerned with here, however, is to emphasize how 
unreaJ, from the beginning, was the laissez faire ideal of complete 
freedom of individual enterprise, entirely unrestrained by govern- 
ment interference. First of all, there were intrinsic limitations in 
the concept, because of the fact that capitalism arrived on the 
scene as the expression of a new ruling class, exercising political 
as well as economic dominance. And, secondly, as it grew mightily 
in the nineteenth century, it evolved in ways which removed it 
farther and farther from the laissez faire ideal. 

The State and the Corporation 

That first limitation may be stated thus: laissez faire, instead 
of being an absence of governmental policy, was itself a policy, 
and a policy of new and increasingly powei^ political or^niza- 
tions, me national states. 

The national states first claimed sovereign and absolute powers 
when the kings, supported by the rising business men of the 
towns, sought to eliminate the hampering restrictions of feudal- 
ism, with its conflicting allegiances to cJiurch and noble. The 
governments of those national states have claimed sovereign and 
absolute powers ever since, which necessarily has meant that they 
have always had the authority to interfere with or control eco- 
nomic activity at any stage. Yet that first alliance, between king 
and business man, symbolized a continuing division of function 
and interest between government and business. Perhaps less than 
any other ruling class, the business class has left the actual func- 
tions of government to underlings. 

Thus, in spite of the fact that the state had sovereign powers, 
several factors contributed to tlie concept of a government with 
limited powers. The new democratic spirit of the Enlightenment, 
which furnished the rationale for the capitalist rise to dominance, 
also meant that final power resided in ^e people, not in a mon- 
arch or a ruling class. At the same time the business class put 
“diecks and balances” on arbitrary power, to make sure that its 

democracy — under the circumstances of the new machine age required a com- 
paratively adult and intelligent personality. We are only now beginning to sw 
bow better and freer techniques can be worked out. The necessary develop- 
ment of personality is still off. 
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underlings should never set themsdves up once again as arbitrary 
monarchs. 

The curious conflict of interest that resulted here— a conflict 
which upsets both the laissez feire assumptions and the Marxist 
assumptions— can be exemplified in a talk I once had with an old- 
fashioned political boss. This was at the time I was still a student 
in law school, before the Great Depression brought the old system 
down in ruins. I was interested in entering Republican politics in 
Connecticut, and I called on J. Henry Roraback, unquestioned 
boss of the party. He was also president of the Connecticut Light 
& Power Company. The electric utilities were dominating many 
state governments for favorable franchises and privileges, but only 
in Connecticut, so far as I know, was the leading utility magnate 
and the leading political figure the same person. Though no ex- 
press dishonesty was ever charged against Roraback (after all, there 
was no occasion for him to offer bribes to himsdf) there was 
plenty of protest from liberals against this tie-up or virtual merger 
between business and government. Yet in my conversation with 
Roraback he rose wrathfully to denounce the tendencies in Wash- 
ington toward government interference with private enterprise, 
particularly, of course, as regards Ihe utilities. 

Roraback was a sort of hangover from the nineteenth century. 
Business had its puppets in Washington and the state capitals, 
when it did not act for itself. Its railroads and banks and oil com- 
panies and utility corporations were dependent upon if not created 
by the government, so it made certain that the government was 
its own. Yet all the time it was afraid that its own government 
would use the sovereign power against it, instead of on its behalf. 

The Connecticut Light & Power Company went back even fer- 
ther than the nineteenth century for its first ancestor. For the cor- 
poration as the creation of the sovereign political power is over 
three centuries old. 

The East India Company was a group of merchants given a 
monopoly franchise by Queen Elizabeth to cany on trade with 
India. It was delegated all kinds of powers, so that when it set up 
trading posts in India it established virtually its own govern- 
ments, able to raise armies and carry on wars, issue money, dis- 
pense justice. It proceeded to undertake the greatest feat of rob- 
bery in history. Unlike any other "government,” its sole purpose 
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was loot It liad not even the traditions of noblesse oblige, which 
the robber barons of Europe early developed Later, after the 
cruder forms of rapine had been exhausted, its functions were 
talcen bach by the government that had granted them, and India 
was more suUly exploited by an adnnnisitativc iiiachmc that had 
some standards of governmental responsibility 

When 1 went to India in 1931 I found from my first day that 
the British rulers were split into two sections I had met some 
army officers on the steamer and wns invited by them to the Yacht 
Club overlooking Bombay harbor Here the elite of o(nci<i 1 dQm, 
civil and military, foregathered for a highball m the dusk Never 
has there been a ruling group so physically perfect, so courteously 
arrogant, as the soldiers and civil servants of British India Not a 
brown native skin was to be seen, except for the scrv.ints, neither 
was there to be seen any person “m trade.” Tlie traders had orig 
inally been given supreme power, and gradually the officials who 
had come out in then interest, for moic orderly exploiUilion, had 
encroached on that power, till the traders found themselves tonv 
pletely outside tlie sixty-two orders of precedence that govern 
British social functions in India * 

Tlie East India Company was n joint-stock compiiy The mod- 
ern corporation is its descendant A corporaLiou is given a cIiflTler 
by a sovereign state, and granted certain powers therein. 'I'hc 
power to grant chatters to corporations is one of the romainmg 
attributes of sovereignty left in the various “stales” of the United 
States. 

It IS wdl to look for a moment at this curious creature, the cor- 
poration It IS a method of group oiganivation for group activity 
m the economic fidd, whose powers come from mid arc enforced 
by the more inclusive national group working throu^i a govern- 
ment. It IS an artificial legal creation Its activities have no more 
to do with “free enterprise” than, let us say, the post office the 
only difference is that the persons in administrative nulhority 
(able to fix pnees or wages, for instance) derive their authoiity 
according to different procedures, In each case there is a compU- 

• Was this perhaps a portent? Will the English aristocmcy of Eton and 
Harrow who survived the transition from feudalism to cwitnllsm, again coiiio 
out on top, after a transition known « Tory socrolisin? ^ below, page 117 
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cated functional gioup with certain powers not inconsistent with 
the functioning of the whole national group 

Tlie management of the United States Steel Corporation, for 
instance, has at vanous times had the power of government, it 
could build and govern towns, or wipe them out, it could raise 
a private army of armed "deputies," it could control its own sub- 
servient courts of justice, it could create millions of dollars of pur- 
chasing power by using its credit with bankers, and il could give 
orders to a hundfed thousand people Some of these powers were 
inherent in its charter, some of them were derived from the fact 
that the government was its own government, some from the mere 
climate of opinion and social habits in which it operated It was 
able to carry on its vast undertakings, not in some "natural" envi- 
ronment of “liberty,” but in a complex network of laws, whose final 
authority was governmental Tlie Bow of matcnals, from iron ore 
to finished steel rails, was governed, not alone by the skill and 
brawn of its many workers, nor alone by the managerial and or- 
ganizing techniques of those who gave the orders, hut equally by 
numerous pieces of paper, currency, checks, hills, notes, acc^t- 
anccs, commercial paper, whose efficacy was maintained by con- 
stituted Icgtil authorities Let a worker take home with him some 
of the tooh wiUi which he works, even so much as a screw driver, 
and the whole maclimery of Tlie Law, by which the national 
group is held together and ruled, will be set in motion to say that 
the tool is not Ins United States Steel is not "free enterprise” op- 
erating in accordance with "natural" economic principles, but 
group action in one of its highest forms, and close to the national 
state itsdf. 

"Free enterprise" has never been other than on sufferance of 
the national state, and in so far as it is corporate enterpnse it is 
wholly an artificial creation which would collapse if the state col- 
lapsed and wliose prerogatives depend on its own influence over 
the machinery of the state. 

It 15 often pointed out that even when exercising mere ^|polioe 
powers” and maintaining “law and order** the state is actually pro- 
viding the sanction for all economic activity 

For long the whole bent of our courts and execubve authorities 
was toward the protection of the business man*s artificially defined 
"n^ts.** Tlie slogans might he private property, and nonznterfer- 
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chinery stood b^md the false front of the business man’s inde- 
pendence, in a way sufficient to justify the Maixmii argument tliat 
the state was only the "executive committee of the ruling class." 

The classic instance of the ever-present latent interference of 
state power on behalf of the business man is the strihc Today, 
with American business men complaining that the Labor Ilda- 
tions Act has put all the state power behind the worker, the case is 
no longer oWious But for generations the strike was an occasion 
when the state’s machinery came out into the open, whether 
througli policemen or courts or troops, and the pretense that cco 
nomic activity was earned on independently of political activity 
was dropped 

Actually the degree of governmental intervention is much 
greater than might appear from mere consideration of pickets bo* 
ing carted off in police wagons Tlic sit down strike in General 
Motors in 1937 indicated how the whole fabric of governmental 
rules was woven into an economic situation 

My conservative friends would always have a rush of emotion 
when denounced the fact that the strikers were permitted 
to "trespass on private property 

"Whose pnvute property?" I might ask 

"Tlie property of General Motors, of course," would be the 
answer 

"That’s the name of a corporation, Wliat people own the prop 
erty?" 

‘Tlie stockholders, I suppose,” 

Assume that my conservative friend is one of the two hundred 
and fifty thousand stockholders of General Motors 

“You are one of the owners, whose property is being violated, 
then?” I might ask "Have you been prevented from going into 
your plants?’’ 

"No, but the management is kqit out It’s outrageous ” 

"Why has the management any more right on the property 
than the strikers? Aren’t they all alike paid employees of the com- 
pai^’ 

"Tlie management has the authority to run tlie plonts. They 
can hire and fire the workers Actually the strikers aren’t wotkeR 
any more, and they don’t have any right to stay m the plants ’* 
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”Who says they haven't any tight? And how does the manage- 
ment get its authority to say they aren't workers?" 

"It's the law Didn't a judge just tell them to get out?” 

Actually the management gets its authority thiougli various 
procedures of stockholders' and directors' meetings, procedures de- 
fined in its charter of incoipomtion, which in turn conforms to 
the hig^ily intricate corjpomtion laws under whicdi it was set up 
Tlie corporation is legahsticnlly and practically the creature of the 
state Only in so far as the state decrees and acts, through its gov- 
ernment, are the complex relations of stockholders, management 
and workers maintained, 

The common law mles perpetuated in the courts, and the legis- 
lation amplifying these rules, which legislatures pass and execu- 
tives apply and courts enforce, these provide the network of prop- 
erty rights and personal relations in which "pnvate" business op- 
erates, Without them the corporation would be impossible If 
they ceased to operate the corporation would become nothing but 
some files of waste paper 

In Delaware and New Jersey business interests have influenced 
legislatures to pass especially favorable enabling laws Tlie state 
has spoken in dear terms It has taken decisive action m sponsor- 
ing the creation of business entities, which would have been im- 
possible in a world of pure laissez faite 

It is not only corporate business that exists by virtue of state 
action Every individual enterpriser canies on his business in an 
all-pervasivc atmosphere of enabling laws, laid down and enforced 
by governmental sanction, though usually arising originally from 

* A long tradition in the Supreme Court dcckrea tliat corporabons are “per 
sons,*' though s distinction Is made from “natural" persons fictions can 
not clinngc nature, fortunately As "persons,” corporations ore held to be pro 
tected by the Bill of Ri^ts Tliey ^ve never insisted on their right to bear 
arms, and they Iiave never been threatened with "jeopardy of life or limb,” 
for they have neither legs nor aims But they have property, and this must 
not be tnken "without due process" Justice Hugo L Bla^, within a few 
months of his appointment, shocked "all right thinking men" by stating in 8 
dissent that corporations should not be considered "persons " This la symp 
tomatlc of the breaking down of much of the old folldore about corporations 
Also symptomatic is a growing demand that government once more reassert 
Its prerogatives over corporations, and m parucular that oil corporations en- 
gnoed m interstate commerce be federally incorporated or hcen^, and thus 
subject to more integrated control 
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mere Iiabitual conventions The property laws, the laws of con- 
tract, the various types of credit and commercial paper, never ex- 
isted in a state of nature, they arose out of commercial practice 
under governmental protection and sanction, and it is the sover- 
eim collectivity, the nabonal state and its lesser subdivisions, 
which give ihem continuing validity, 

This then is an intrinsic limitation on the laisscz fnire idea. Out 
of its historic origins “pnvate enterprise” has always been subject 
to the sovereign national state, and its most highly developed 
form, the corporation, is tlie very creature of the state 

What Is Private and Whnt Is Public? 

Certain evolutionary changes have come about m the course of 
the last hundred and fif^ years wliicli have prevented the con- 
servative's concept of individual or private enterprise from ever 
approaching reality, even if its origins had not tied it to the state 
The corporation itself became a form of private collectivism, hav- 
ing litde if any resemblance to individual eiitetpiise In addition, 
tile government, even m the heyday of capitalist glory, was "en- 
croaching” steaily on "free enterprise ” Tlie words private and 
public were losing their meaning not only in the case of "public” 
utilities and "private” corporations but all througli the economic 
system 

The first time I ever went to Philadelplna alone 1 wasted several 
nu^ls and badly frayed my temper before I discovered that there 
were two sets of telephone bootlis in the railroad station, tlie Key- 
stone and tlie Bell What idiocy, I thought. I low can tlie people 
of Philadelphia keep from going mad with two coimicting tcl(^ 
phone companies? There was a frightening sense of the immi- 
nence of anercliy, in this challenge to tiie otherwise well ordered 
vrorld of the American Telephone and Telegraph Company’s 
monopoly. 

I was gwen some shares of American Td. & Tel ns part of my 
economic education, and I used to he mystified and a little fiat- 
tered by the annual reports whicdi always spoke of the company as 
'*your company" Of course, I knew it wasn’t mine All I had was 
a piece of paper called "stock,” and the name and address on this 
paper was the same as that on the envelope that brought tlie an- 
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nual reports and "dividend checks ” I could trace the "$^^ 5 . 00 ” 
that appeared on my dividend check into my checking account, 
and could do the simple addition and subtraction— though with a 
good deal of sweating— that made my book jibe with the bank 
statement after 1 had paid my school tuition and Christmas ex- 
penses. If 1 had known enough I could have traced my name on 
my stock certificate and on the check and on the envdope back 
to a stencil m some vast filing room in a New York office That 
was the extent to which it ms "my compan/’ a stencil filed 
somewhere with my name on it, and some figures that appealed 
periodically in certain bookkeeping transactions 
Later I learned that the American Tdephone and Telegraph 
Company is the largest '^nvate" corporation in the world, and 
that Its income and employees rival tiie income and population 
of whole nations Its cables under the streets, its poles along the 
highways, its rights of way, its working conditions, its bookkeeping 
methods, have long been subject to various governmental rules 
and repulations, and its rates and business practices generally are 
becoming more and more subject to the Federal Communications 
Commission But these are mostly only checks and balances As a 
vast, efficient, going concern the telephone company runs itself, 
it lias administrative autonomy, It is free to exact an income from 
high rates, sufficient to distribute largess to hundreds of thou- 
sands of beneficiaries like myself Mr Gifford and his friends, who 
happen to head the company, are interested in maintaining their 
power to distribute this largess jrartly because they can distribute 
so much of it to themsdves. But at the same time they are re^ 
ported to be publio^pirited and honest men who like to see tde- 
phone service constantly improved 
When I have used tdephones m foreign countries, where they 
are run by tlie government along with the post offices, 1 have 
found their service exasperatmgly bad in comparison I have been 
told many times that this proves tlie superior efficiency of "pn- 
vate ownership" over socialism But can either the word "pnvatef' 
or the word "ownership" be properly applied to the American 
Td. & Td ? Is this not rather a form of "collectivism" with a high 
degree of administrative autonomy? 

Other kinds of group action are presented to me as alternatives 
every day when 1 leave my office to go out to lunch A block and 
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a half m one direction is a co-operative cafeteria, and half a block 
in another is one of Stewart’s cafeterias Being lazy I generally 
choose the latter, as between the two Tlie food and the service 
and the prices are about the same Both are parts of chains of 
cafeterias throughout the city Both are efficiently managed and 
run, thou^ the executives of Stewart’s probably get higher salaries 
Profits from operating Stewart’s go to a number of people called 
"stoclAolders, profits from the co-qjerative go to a number of 
people called "members/’ and the bookkeeping methods are not 
quite the same; the chief difference between the two is that the 
owners ("members") of tlie coop eat there frequently, and tlie 
owners ("stockholders”) of Stewart’s probably never do More- 
over, the members of the co op became members chiefly because 
they are informed people who are well aware of the fact that 
economic activity dependent on the urge for profits is giving way 
to economic acbvity directly motivated by consumer needs, and 
they fed tliey are hdping along a "cause (I have not become a 
member, because I calculated that it would teke me eight years to 
recover my membership investment from patronage dividends on 
my irregular purchases, and I have other "causes" to help ) 

The kinds of group economic activity no longer to he described 
as individual enterprise are by this time legion Go operatives mo- 
tivated by idealism or the desire of consumers to get good quality 
at a cheap price, chain stores looking for profit from volume of 
business, corporations under all sorts of governmental regulations, 
and corporations comparatively free from governmental regula- 
tion, businesses trying to take advantage of a monopoly of some 
profitable field, labor unions trying to take advantage of a monop- 
dW of some line of work, banks operating under complex rules by 
wnich the government tnes to bring their functions into some 
sort of predictable order— these are all institutions for organizing 
human activities in groups. As the machine has tied individuals 
into larger and ever more complex groups the tendency has licen 
steadily toward community activity on a wider and wider scale, a 
constant growth of nation-wide oi^nizations, a constant tendency 
for the more responsible forms of governmcntol and public or- 
ganization to supersede "private" organizations 
The country estate where I used to spend the summers as a boy 
was in Salem in eastern Connecticut, and when I became twenty- 
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one I was made a voter m the township where my great-great- 
great grandfather had once heen a leading citizen 1 attended town 
meetings whenever I could Being a very small town of not more 
than two hundred voters, of whom seadom more than half at- 
tended the semi-annual town meetings, it provided a microscopic 
demonstration of democratic government A perennial topic loi 
consideration was roads The pnmitive dirt roads were maintained 
by the town, and die selectmen would be hauled on the carpet if 
they had been too inefficient in filling the mudholes with gravel, 
or had shown favoritism in repairing a stretch by the house of the 
Republican chairman, or had given too maiw ]obs to their sons- 
m-faw A number of years before, a section of road had heen mac- 
adamized at a cost that could be met only by borrowing from a 
banh in New London, and for years the burden of tins debt was a 
damper on any enthusiasm for further paving by the town For- 
tunatdy the mam highway through the town had been paved with 
concrete by the state, with federal aid, it was a mam artery, be- 
tween Hartford and New liOndon, and the federal government 
had a special interest, so it was said, because New London vras of 
military importance, having a submarine base and serving the coast 
defenses of Long Island Sound Grossing this hi^way was another 
state road, recently paved If you went down this road a few miles 
toward Lyme you passed a little white house, right at the edge of 
the paving, whidi had once maintained a toll gate— a reminder 
that until comparatively recently lii^ways were built and main- 
tained by “private enterprise” for “private profit,” 

My father used to matce speeches at that time for what he called 
“the little red schoolhouse” It was the symbol for the “self- 
rdiance” of the small town, which ought not to accept domina- 
tion bv state or federal educahonal autiiorities in his opinion, 
even it it was bribed by offer of a big modernized central school- 
house in place of the nalf-dozen litUe shades scattered over the 
township, W)ien it came to roads I could see the problem a little 
more clearly on the one hand centralized governmental achon 
was very much more effective, the straight concrete trunb-line hrah- 
way was in every way superior to the other roads— thanks to fed- 
eral aid in the financing and construction— while the town's own 
roads were execrable, and the mysteries of the banking process 
kept them from improvement On the other hand there was no 
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doutt that the wianglings m the town meetings gave far more 
people the fun and Ihe responsibilities and the sense of free par- 
ticipation in running their own affairs than would liave been pos- 
sible if all Ae roads had been "federal aid" roads But I wondered 
if ^e citizens who lived beyond the mudboles on the backroods, 
and the children who said then lessons to a low salaried teacher 
in a one-room s^oolhouse, were not paying too high a price for 
“sdfjrebance " 

Schooling liad once been a private profit enterprise like toll 
roads The providing of educational "service" and the providing 
of highways and the providing of telephones can all be considered 
economic activities which have gone through various phases, pri- 
vate operation, corporate operation, local government operation, 
state and federal government operation, witli all sorts of cross cur- 
rents, and interdependences and vanations. There has been a steady 
tendency for the economic unit to get larger and more mclusive> 
and for it to come more and mote directly under governmental 
ratlier than 'private" control For the most part this results m in- 
creases in efficiency The only possible loss wortli considering 
seems to he m depriving individuals of an active participation m 
mnning these activities themselves, but even in the case of those 
which first went into public hands, schools and roads, this active 
paibcipahon is shll large. 

It should be noted that "ownership” is of little consequence in 
any of these examples Under the common law the Salem farmers 
through whose land these roads ran might “own” to Ihe center 
of the highway; but let them try to assert their "owncisliip” on a 
summer Sun^y when the traffic to the shore is heavy Who 
"owns” the Salem sdioolhouses? Tlie teacher is boss in school 
hours, but each child has a ri^t to a desk, the selectmen have to 
keep the buildings in repair, the state and federal governments 
may have more or less influence on what is taught and how. A 
lavs^r could tell you in whose name tlie title stood, but would 
that be of any special significance? The question of ownership is 
indeed increasingly irrelevant. 

But there is another in which the concept of private enter- 
prise is breaking down The basic assumption and excuse for pri- 
vate enterprise is that it operates in a competitive market I have 
inentioned how the corporation has from its birth been more or 
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less a monopoly, granted franchises by the sovereign state The 
story of the coloration's long struggle to dimmate the competi- 
tive market has been often told 

Tlie corporation has not been alone m this Labor, the farmer, 
and the consumer have likewise sought in various ways to avoid 
the brutal costs of the coir^titivc market, through group oigarur 
zation of vanous kinds Wiere the business man has diminat^ 
his competitors, by absorption and amalgamation, by holding com- 
panies and trusts, by inside manipulation and open trade associa- 
tions, the working man has sou^t a union witli hiS fdlows to 
prevent them from underbidding his wages. Both capital and hr 
Dor instinctively and naturally seek a monopoly of the market, so 
that they can determine the price of their product, whether goods 
or labor, free from the limitations of the open market. The busi- 
ness man always had the edge, and his multifarious techniques 
for establishing monopolistic prices were always a step ahead of 
any governmental attempt to check him 

The farmer and the consumer have been even less successful 
than the worker. The advantages of large-scale mechanized farm- 
ing could not outwei^i the disadvantages of slave or wage labor, 
m comparison to die farmer's own individual sun-up to sun down 
self exploitation So there was nothing in the agricultural hdd to 
compare with the giant corooiations and trusts of industry But 
the farmer has occasionally found a way to beat the market for his 
products through marketing co-operatives In the United States 
he has also been markedly successful in bnngmg hia collective 
strength to bear to influence legislation 

The benefits which co-operation in selling their products brought 
the fanners led naturally to their co-operation in buying. The con- 
sumers' co-operative had a large growth in Europe among city 
workers, bc^nning with the Rochdale weavers almost a century 
ago, but Its chief impetus m this country came from the farmers 
Tlie purpose of a co operative is to beat the market by replacing 
the individual buyer, hdpless to bring down prices and to deter- 
mine quality, with a collective buyer The co operator may insist 
that he is not beating the market, but restoring it, by pitting the 
or^nized consumer a^inst the organized producer But when, as 
in Sweden, the co ops break a monopoly m electric light bulbs by 
setting up their own plant there is no return to free price comp©- 
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tition, someUiing new, production-for-tlie-consiimer, appears, and 
IS glorified as the goal or the co-operative movcnicnt 

Re^xdless of how ies the co-op^tive movement ctin go m com- 
pletely transforming the ^stem, clearly it is another instance of 
the decay of “private enterprise” operating through a free market 
Workers and farmers have organized for collective bargaining, 
both as buyers and sdlers, and so replaced the individual as the 
economic unit In so doing they have merely sought to imitate, 
afar off, what the business man was doing 

The mc^anisms that tended toward private collectivism in 
business and finance were first clearly analyzed and their automatic 
nature emphasized by Marx Tlie various types of Big Business 
and monopoly liave been explored and analyzed many times since 
his day, and there is no need to go into them here (though 1 shall 
later discuss die clianges in economic theory that are just now 
coming to a head because of monopoly prices). The two chief 
impulsions to private collectivism pointed out by Marx are, first, 
technological the advantages of large-scale production enable the 
big business to squeeze out the smaller, and second, inonclary 
capital accumulations tend to snowball up, thanks to the fiict that 
the larger the amount of productive wealth owned, the less tlie 
proportion the owner him^f consumes 

Collectivism Under Capitalism 

The simple world of economic concepts 111 which I was brought 
up, where private enterprise pursues its private profil in its own 
way in a competitive market, turns out then to nave been so far 
from the truth as to be almost imaginary And in spile of the 
preachers of laissez faire it was not “let alone” by the government 
Even m the pre-war world there were at least four types of “in- 
terference,” taxahon, regulation, direct government operation, 
mon^ and banking conMs 

Tire power to tax is in effect made use of for all sorts of other 
purposes than secunng revenue Tlie obvious instance of govern- 
ment interference with business in such a way os directly to flout 
Iflissez foire, yet entirely at the instance of business men them- 
selves, IS the tax on imports, the protective tariff. Progressive in- 
come and inheritance taxes, which impose a disproportionate bui- 



WHAT IS CAPITALISM? 


57 

den on tlie wealthy, provide a political weapon for achieving a so- 
cial end, the redistnbubon of wealth This mte^ence with "nat- 
ural economic law" was denounced as die entering wedge of com- 
munism when first proposed 

Governmental regulation, the second type of "interference," has 
steadily encroached As a heritage of the pre-capitalist era the gov- 
ernment had the power to regulate any business, as to virtually any 
matter, pnce, standards, conditions of work Under the influence 
of the laissez faire doctnne regulation was restricted to a very few 
fields, such as common carriers (stagecoaches, canals, railroads), 
and other businesses that were considered so essential that th^ 
were called public or “quasi-piiblic ” In the latter part of the nine- 
teenth century all sorl^ of “public utilities" and "businesses af- 
fected with a public interest" began to be recognized once more 
as subject to regulation We shall see in a moment where the 
compulsions came from that demanded these interferences wifh 
private business. Here it need only be noted tliat the continuing 
concept of "police power^* or “public interest" was a fatal breach 
111 the dam tliat separated business and government, and it has 
been widening steadily till governmental regulation has come to 
be a rushing flood. 

After all, every business, no matter how small, affects the public 
to some extent A little sweatshop in a small town can tend to 
undermine the living standards of workers m a whole industry 
Tlic Jersey City tailor whose conviction under the NRA for 
pressing a suit for twenty-five cents instead of thirty-five was used 
to arouse public opinion against the Act, was affecting the whole 
cleaning and pressing business in his small way When the Su- 
preme Court ruled on the Wagner Labor Kelations Act, dedaiing 
that labor conditions in a local factory affect all interstate com- 
merce, and thus can be related under tlie Constitution, httle 
remained of tlie old fiction that a man’s business is his private 
affair, to be carried on in his own way, without governmental 
intervention No European country had earned this fiction so far, 
consequently America’s new regulatory social regulation for the 
most part merely followed precedents laid down decades earlier 
in Europe 

Direct government operation of enterprises has always been an 
accepted procedure, though it has expanded and grown with m- 
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creasing rapidity of late years Even m the days when American 
law seemed to forbid most government regulation of business, it 
was never claimed that government could not carry on business 
Our government postal system started with Benjamin Franldm 
and the founding of the Republic, though when the parcel post 
was proposed a generation ago, as a natural extensLon, the pri- 
vate express companies discovered once again the menace of * so 
cialism 

A government business can dnve a private business out of the 
fidd if it cliooses, just as in the case of the taxing power it was 
long ago emphasized tliat “the power to tax is the power to de- 
stroy” Publicly owned power plants can be used either os “yaid- 
sticks” to keep down rates, or as means of driving the private utili- 
ties out of business 

Public ownership is not necessarily the distinguishing feature of 
government operation of a business Ownership, as wc have seen, 
may be idatively unimportant One does not think of the owner- 
ship of a post office as of any significance A post office building 
may be leased from a private owner. A public highway may be 
legally owned by the farmer across whose land it runs In the case 
of the United States Shipping Board, the government built and 
owned a fleet of merchant vessels, but they were leased to and 
operated by private firms Tlie various New lork subway lines are 
all operated alike, with a uniform flvo-cent fare, and nil have been 
built with government sanction, though by private contractors: 
actual management and operation have in different circumstances 
been by private companies, by receivers in bankraptcy appointed 
by courts, and by tlie city directly, in either case the question of 
private and public operation is no more important than the ques- 
tion of public or private ownership, for government regulation of 
every important detail is complete, the business being of vital 
public concern. 

Government enterprise falls into two major classes, that in which 
the service or product is furnished free and that in winch there 1$ 
a charge In the former there is complete production for use, lim- 
ited only by the general resources of the governmental authority. 

* In the case of the TVA the goveniincnt has not yet ninde up Us raind 
which it wants to do 
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Financially it may te reimbuised out of taxahon or special assess- 
ments, out of borrowing or the creation of government creit, or 
by printing paper money Most government enterprise is of tins 
first kind schools, fire and police protechon, national defense, 
navigation aids in rivers and harbors, highways, most bridges, 
parks, playgrounds, water for certain purposes, sewage disposal, 
and so on through a constantly expanding list Most of these 
goods and services have in other times and places been left to be 
provided by private enterprise 

Government enteipnse supplying goods or services for a price 
includes the post office, and a growing number of local utilities and 
public services, including transportation, light and power, water 
In some cases these public businesses are operated like pnvate 
businesses, competing in the market, seeking to show a profit 
margin between prices and costs, adjusting their pnces to supply 
and demand, but more often the social purpose to be served is 
considered more important, and pnces are fixed more or less arbi- 
trarily, deficits being made up out of the public funds where they 
arise Thus the post office, responding to the demands of publish- 
ers, and m accordance with a theory that it is good public policy 
to encourage a wide dissemination of printed periodicals, cames 
newspapers and magazines at a price rar below cost, even when 
those periodicals cany vitnolic denunaations of "government m 
busmess ** 

The fourth type of governmental interference mentioned is 
that of monetary and banking controls, operating for the most 
part m a sliadow-land, where private and public ownership, private 
and public management, supervisory and regiilatoiy devices are 
bewiidenngly mixra The average layman is baffied by the nature 
of National Banks, the Federal Reserve System, rediscount rates, 
gold sterilization, paper money, gold clause bonds, token coins, 
and all the rest of our ill-assorted family of monetary institutions. 
They are a natural but fantastically tumbled evolutionary product 
of a Jong Jiistory during which a dimly felt public interest, express- 
ing itsdf often through people's champions like Jacluon and 
Bryan, kittled with pnvate profit interests, which claimed that 
banking was a purdy private business The end of the battle and 
the solution of our monetary difficulties are not yet in sight The 
implications of monetary policy will be considered later in this 
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book But it may be observed that there is a large field here for the 
inteifeience of government with business, a field which has been 
stead% growing until there is widespread acceptance of the idea 
that the monetary and banking system should become wholly a 
public service, and should be used to give direction to all other 
economic processes 

Here, again, note that the question of ownership is irrdevant. 
The banking system is not affected by the question who owns the 
marble palaces known as hanks the postal savings system has no 
hanking buildings at all, but operates through the post offices, 
whidi may or may not be situated on public property. The owner' 
ship of the Federal Reserve System is a meaningless concept what 
IS important is how the members of its board of governors arc 
appointed and what functions thw perform, nie coins in your 
pocket may seem to be yours, but they arc stamped with a United 
States eagle, marked "In God We Trust,” and if you deface or 
imitate them you are liable to get into trouble. Your paper money 
may say that you are entitled to five dollars on demand, but hand 
in ;^ur hill and ask for five dollars and you will merely get another 
bill marked the same way Who owns the gold buried at Fort 
Knox? Ask the official m charge and see if he knows Banking and 
money are largely bookkeeping phenomena, hacked up occasion- 
ally by a ceremonial handling or gold bars. Tlic important ques- 
tion IS merdy who lays down the niles by which the bookkeeping 
is carried on If it is a private banker, deciding whether or not to 
issue a loan to a business man, the detcimining factor is his ex- 
pectation of profit, a public agency can issue crraiL in direct rela- 
tion to some concept of public policy, to stimulate low-cost hous- 
ing, for instance 

Why Does the Government DncroacJi? 

In every fidd governmental agencies are pushing out farther 
and farther over areas formerly l(fft to private enterprise What is 
the reason for this constant encroachment of public enterprise? 

Private business men are naturally mdmed to view it with 
alarm, and to consider that there are insidious forces at work 
Under the New Deal, the fact that the President was professedly 
more interested in catering to the needs of the “forgotten man” 
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than to the special interests of the wealthy, seemed to lend color 
to the theory that he was intent on becoming a dictator The 
memoiy of business men is short, or they would recall that in the 
days or Hoover, when the Cabinet was packed with Wall Street 
lai^ers and millionaires, conmlaints were continuous against *'gov- 
emment by commission,” the "new despotism," and spreading 
administrative powers 

Time after time the cry of "socialism” and "communism" has 
been raised when the government went into new fields, public 
schools, parcel post, postal savings hanks Today, since Soviet RuS' 
sia and the fascist powers have made the government dominant 
over economic activities, the words Moscow, Nazism and fescism 
have been added to the vocabulary of alarm, and people ns far 
apart as Union Square and Wall Street hint darkly of Revoluhon 

Yet the process as it goes on today is not greatly different in 
kind from the process as it went on m prewar days Tlien as now 
the expansion of public enterprise was in response to specific 
practical demands Ambition for personal dictatorship played little 
or no part. "Subversive” movements and propaganda, whether in- 
spired by socialist doctrines or not, were dearly impotent. The 
demands came partly from such a widespread consumer need that 
it can hardly be specified, as in the case of highway expansion m 
general, and partly from special interest groups, such as a group of 
farmers on a rack road insisting the town fill in the mudlioles. 

Group pressure is usually more effective tlian the general con- 
sumer interest, as is obvious from the protective tariffs Any one 
import duty was likely to increase the cost of the product to the 
whole country, and might benefit only one manufiicturer or small 
group of marmfactuieis But the vi^nuzed public was unaware 
and voicdess, and the manufacturer got his way, unless there wai 
another special interest group opposed. 

Ilie loblw IS ap old inshtution. Sometimes it worked from a dis 
tance, "building fires” under Congressmen in their home distncts 
sometimes it went to Washington or a state legislature and b) 
entertaining lavishly or wheedling or thieatemng sought to secun 
some governmental action 

Dunng the early days of the capitalist system, in die eight 
eenth and early nineteenth centuries, the dominant lobby was ol 
business men who wanted favors and freedom from earlier restrio 
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tions But with the increasing complexity of economic processes, 
and the increasing vocahty of worlcers’ and farmers’ groups, the 
pressure on government for ever more positive action grew (Tlie 
dimax was reached in March, 1933, when every section or the 
population clamored in unison for "ActionI” though with little 
coherent idea of what action was needed ) 

Tl\e three muor lobbies in Woshit^ton 111 all the pre-war 
period were, in this order, business, the formers and labor To^y 
the order may be the same, but the difference m their relative 
strength is almost gone, and occasionally the voice of labor may 
be the dominant one The fact that business always had the inside 
track was due to several obvious facts It had money, for cnifoie, 
and entertainment and staffs, to say nothing of financing political 
campaigns It had social position, and even mndiine politicians 
respect and envy the social graces To a very considerable extent, 
in most countnes, in most or the states of the Union, over a long 
period of timc^rovemments were in effect die creatures of the 
business class There was enough of this to justify Marx and his 
followers m the generalizations about class rule Tlie gcncralizn- 
tions were made absolute and thus were not true, for 111 foot the 
other Groups exercised continuous influence and occasionally con- 
trolled local or state governments Hie New Deal probably rep 
resents a definite diange, with the business influence frequently 
m the minonfy 

The early trade unions were the first to bring pressure for a free 
public school system Tlie farmers’ Grange was responsible for 
railroad legislation '^The Populists of the duties and nineties, 
drawing their strength from workers, formers, and all the poorer 
dements, pressed for income taxes, regulation of trusts, and a 
wide extension of public enteipnses* most of their demands were 
enacted into law by Republican and Democratic politicians trying 
to win votes. 

The business interest itself consisted of a great many often 
conflicting elements Regulation of railroad rates was imposed not 
only because of the demands of formers but also because it was 
to the interest of the shippers of industrial products generally to 
have standard freight rates The express companies’ lobby was 
powerless to prevent the setting up of the parcel post system de- 
manded by the mail order houses Tlie consumer interest is often 
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repwjsented by a powerful capitalist group thus poor fishermen 
and holiday yachtsmen may make use of the buoys and charts of 
our waterways maintained free by the government, but it was tlie 
wealthy shipowners who from the beginning insisted tliat this 
service be furnished 

Tliese isolated instances indicate the diief reason why the gov- 
ernment has gone into business For die most part it has been 
because of business pressure But all the multilarious pressures 
diat are brought to bear in all sorts of ways on governmental in- 
stitutions have played then part 
Nevertheless tliere are two special incentives to governmental 
encroachment which spnng from government itself They may be 
considered under the headings of war and bureaucracy They have 
become dominant incentives today, though they have been opera- 
tive for a long time 

The devdopment of modern methods of waging war has been 
m the direction of a more and more indusive and integrated na- 
tional enterprise Tlie market place and the bnttlefidd have alw^s 
been at odds With the modern concept of the nation at war the 
old economics based on the market place has been retreating in 
utter rout Tins phenomenon 15 considered in other parts of this 
book Here we are concentrating on the world before 1914 Even 
then in many countnes the collective organization or the war- 
making power was encroaching on the capitalist economy, and the 
armies and navies were tliemsdves organized on completdy to- 
talitarian collectivist lines The decision between war and peace 
was still left in political hands, subject to all sorts of lobbying 
pressures, and it was financial and commercial rivalries that led to 
the armed tension which finally produced war in 1914 But, onoe 
at war, military considerations tended to outweigh profit consid- 
erations, and it IS not to be supposed that the Amencan railroads 
asked to be taken over by Mr McAdoo just because they were 
assured a continuance of tWr profits 
Bureaucracy is an even more subtle impulse It involves a con- 
sistent pressure to extend governn^ental activities 
A special commission is set up to study a problem witli the as- 
sumption that when its job is done it will disband But a whole 
staff begins to function as an entity, all the way from the execu- 
tive chief to the lowliest stenographer Job stakes are set up. 
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loyalties develop, habit patterns are fonncd, an institution lias 
been born It devdops a will to live, like any other organism At 
the conclusion of its formal work it discovers tliat there is a con- 
tinuing task to be performed, and it becomes a permanent gov- 
ernment bureau. 

A government |ob usually has certain features of security and 
permanence, particularly as Civil Service laws are enacted Mr 
Smith, who has a government job, is approached by Mr Jones, 
his nephew, or an old fnend Mr Smith finds he needs another 
assistant T^ie next Appropnation Bill provides a place for Mr. 
Jones 

Some people enjoy power, as a gratification to their ego Hiis 
may be true of the janitor of the Fodunk post office as well as 
of a successful aspirant to the Presidency Wliile it is tme that 
most people are lazy, ambition often gets the better of their lazi- 
ness, and they look for new fields to conquer Workers in the gov- 
ernment service have an interest in seeing the field of their opera- 
tions enlarged 

All of these tilings are true of private business, and the bureau- 
cratic tendencies are os visible there as anywhere But hard times, 
with deficits and bankmptOT, mean recurrent Tctrciiclimcnt and 
business casualties in the field of private enterprise, while govern- 
ment IS subject to no such dieck it never knows permanent bank- 
ruptcy, and liard times may see it grow even more rapidly than 
good times 

I am not here concerned with whether bureaucracy is a menace 
or not And I am not now considering it in relation to the prob 
lem of administrative efficiency. My only purpose here is to men- 
tion it as one of tiie incentives to the extension of governmental 
activity In succeeding chapters which analyze the communist and 
fascist states it will be noted that the office-holding hureaucracy 
becomes the dominant economic interest With ^ pci cent or 50 
per cent of the national income going through government hands 
in the fascist states, and with the benefiaaries of these funds all 
close to the inner machmery of the governinciital structure, those 
outside capitalist interests that may still have an interest in the 
laissez faire market mechanism are feeble voices in comparison It 
would seem as if the bureaucratic drive itsdf had reached a point 
where it was beyond further check, and would stop only when it 
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had embraced all economic activities and there were no more 
woilds to conquer How it can be squared with individual freedom 
IS a part of out basic problem 

The nineteenth century, and the twentieth up to 1914, wit- 
nessed a great expansion of our wealth-producing machinery, 
mostly at the initiative of individuals trying to get rich In the 
early period they sought freedom from governmental interference, 
because die interferences luliented from the MiddleAges and from 
the mercantilist penod hampered tlieir pursuit of wealth But the 
national state, also inherited from the Middle Ages, never resigned 
or disappeared It always maintained its absolute sovereignty It 
maintained an atmosphere of law and order, common law prop 
erty rights, and enabling legislation, under which individual busi- 
ness men could organize hundreds and even thousands of people 
into complex collective enterprises 
As these enterprises grew m size and complexity individual free- 
dom of action was mote and more subordinated to collecbve dis- 
ciplines Moreover, the interference of government was more and 
more sought, by business men themselves as well as by all sorts 
of other interested groups, both selfish and humanitarian Govern- 
mental interference tooK myriad forms, but there was a steady sub- 
stitution of “public*’ enterprise in place of “private” enterprise, 
Tlie pre-war era, then, contained a complex jumble of capitalism, 
liberalism, nationalism, socialism, private and public collectivism 
Clearly the “capitalist system" was not a simple concept If it 
was tme, as the conservatives said, that the closer the approach to 
laissez faire the meater the liberty, then liberty had been increas- 
ingly impenled tor some time And what was the enemy that im- 
periled it?“public ownership? bureaucracy? Did “socialism" neces- 
sarily mean dictatorship? Or, on the other hand, was “capitalism” 
an enemy of freedom? Or, putting both questions at once, what 
must be done to bring about an efficient economic system capable 
of producing abundance, and at the same time conserve past free- 
doms and enlarge them? 

Tlie issue was beginning to lake shape But it was not yet 
strictly defined Apparently I was still having “word trouble " 
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was^ and with England long forced to abandon free trade, the 
ideas of mteinatranal libetali&m retain tlicir appeal Diplomats and 
profesois alike still dream of a world of peace and plenty without 
trade bamers, where there are no quotas and restrictions, wlieie 
commodities and gold flow in an automatic adjustment of prices 
between supply and demand. Most of those professors and diplo- 
mats, after all, were brought up m the pw^wnr world when tlie 
laissez foire ideal on an international scale seemed to be on the 
ve^ of fulfillment 

*fhere was another strong tendency, humamtatianism, in the 
pre-war liberalism The eighteenth century age of Enlightenment, 
out of whidi capitalism grew, gave dignity to the individual per- 
sonality, condemned oppiession and exploitation, stimulated the 
traits of sympathy and compassion Tlie philosophers and econ- 
omists who developed the theories of laissc/ fnirc were cmmciilly 
humane men, Tliey could not carry their hands off policy to the 
extent of condoning the horrors of the early factory conditions 
depicted by Marx Logical consistency was saved by the concept 
of ^'abuses ** The war between reformers and vested mteiests began 
early Tlie reformers saw the stunted children, and the maimed 
laborers, and the women driven into wage slavery and prostitu- 
tion, as "abuses” to be remedied by governmental action, the 
vest^ interests stood pat on the original logic of laisscz fairc doc- 
trine 

liberals, as the advance guard of progress, who first had fought 
against all governmental interference, now came to demand more 
and more governmental interference The confusion was aug- 
mented m England by the feet that it was usually Tory govern- 
ments whidi put through factory acts, minimum wage laws, ei^it- 
hour days, chad labor legislation, for the more feudal tradition of 
the Tones was also more easily paternalistic In America the de- 
mand for reforms came from fiirm organizations and labor unions, 
and it was intimately bound up with Populism and ebenp money 
panaceas, but the old parties stole the reform thunder when they 
had to *1116 liberal came to be thought of by politicians as a sen- 
timentalist and a soft-hearted crank, whose nuisance value could 
not be permanently ignored Tins humanitarian liberalism, more- 
over, being constantly aroused by injiislices and "abuses,” made 
itself unpopular by its insistent finger-pomting, viewing with alarm, 
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and cantankerous muck-Takmg Such loumals as Tiie Nation and 
The New Kepublic hear mudi of tlie glory and much of the 
odium that stul surround the word ^liberal'’ in the public mind. 

The humanitarian liberal who soug^it to mitigate abuses by 
governmental action found himsdf, much as he might dislike it, 
on the way to a complete contradiction of the original laisse? fane 
doctrines Perhaps this is the reason for hzs proverbial unhappi- 
ness. He was always divided against himself He believed passion- 
ately in capitalism, whidi was to him almost a synonym for free- 
dom, yet he found himself pushed over into the socialist camp 
If it was the function of government directly to promote the wd- 
fore of all the people, what was to he the safeguard of the precious 
individual rights so hardly won a century earlier? Over in the con- 
servative camp, reactionaries could honestly pose as the only true 
liberals, protecting individual freedom from the encroachment of 
despotism The Supreme Court of the United States was inclined 
(until 1937) to view every social reform as a violation of the Bill 
of Rights It echoed the conservatives’ alarm at the advance of 
"socialism,” and many a liberal felt it necessaw to choose between 
"socialism” and "freedom" For mtdlectuals it was a painful 
choice Walter Lippmann’s life has been spent in agonized in- 
decision between tlie two lines of logic The pre-war American 
socialist movement, having managed to slough o|F its intellectuals, 
throve for a while, blilbdy ignoring the inconsistencies of socialist 
liberalism it combined Populism, anti-monopoly laissez faire and 
free trade doctnnes with a belief m the reform of all abuses by 
governmental action To a real Marxian Socialist like De Leon 
the movement was hopelessly naive When, after 1017, it beheld 
the realities of revolutionary expropriation and the ructatoiship of 
the proletariat in Russia, it was bonified It never recovered its 

The forces we loosdy call liberal or progressive today still suffer 
from the confusions and contradictions tMt had no^et come to 
a h«id in the golden age before the Great War The historical 
development of the term liberalism can be traced by anyone so 
inclined. But die l^ic social and economic problem confronting 
the advanced thinker, the problem of devising free institutions 
that will be both efficient and democratic, that will serve both 
our individual and our social welfare, is still unsolved, and where, 
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under the compulsion of actu&I conditions, practical ad]ustments 
are made, th^ face a terrific handicap of apparent contradictions 
The fact is that the historic ongins of liberalism have perpetuated 
a completely false and illogical notion, that there is necessarily an 
opposition between individualism and group action Tins notion 
of a ^ic conflict runs through all thought today, on both left and 

Tight 

Yet, as a few isolated voices are beginning to insist, the basic 
conflict does not exist Of course there is an opposition of interest 
between rulers and ruled, between exploiters and exploited, be* 
tween bureaucrats and individualists, between dictatorship and 
democracy But there is no real conflict between individualism 
and group action 

All around us we see individuals living their lives m groups, 
finding expression m group activity We all accept the fact that 
the Robinson Crusoe, the hermit, who is isolated from group con- 
tacts, IS only half a human being We hnow that m the responsi- 
bilities and disciplines and co operative activities of the family, 
the church, the school, the dub, there is a growth of the individ- 
ua^eisonahty rather than a restriction, 

liie dilemma between individual freedom and social controls, 
which has been tlie plague of progressive social thinking, is a false 
dilemma. The issue is not between individual freedom and col- 
lective dictatorship, as a Walter Lippmann would attempt to draw 
it. The collective controls are inevitable and desirable. TIig only 
question IS how they come about and m what form In short, arc 
the new group mstitutions being brought about and operated 
democratically or dictatorially? 

The Fighting Ism Words 

One of the real problems raised by conservatives, and recognized 
by radicals as well, is tliat of bureaucracy It is, as I pointed out 
in the last chapter, one of the incentives to governmental action. 
The essence of the problem is to discover institutional devices 
which will not strange the individual But tlie word bureaucracy 
15 an excellent instance of how our mental concepts may inhibit 
real thoi^t 

The word brings to my mind an image of a bureau with many 
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drawers and musty cubby-holes If I were asked to define it I 
should probably do so in terms of red tape (another visual image) 
and hordes of lazy people watching the clock It is like the 
other words ending in -cracy or -ism democracy, liberalism, capi- 
talism, autocracy, despotism, fascism, socialism, communism Not 
tliat these words have no proper meaning or use Their proper 
use IS as abbreviations, shorthand descnptions of complex inter- 
related facts Tlie trouble with them is that our minds are seldom 
disciplined enough to keep all die background material m our 
mental vision when we use them We think m concrete terms, 
often denved from cartoons— visual images stamped out in black 
and white 

Tliere is magic in these words too I remember the sense of 
vague mystery sunounding the word "ism” all by itself, when I 
first ran into it It is the essence of all essences, the abstraction of 
abstractions, something deep and dark, no doubt awfully funda- 
mental Yet in our thou^it processes it is almost a zoological 
term Stuart Chase pictured m his Tyranny of Words that queer 
menagerie where die ism words gambol and loar. Just os some 
people have more fondness for animals than others, some, because 
of race or upbnnging or mere personal peculiarity, find greater 
satisfachon in isms. By and large I think Americans take their 
isms less seriously than Europeans Tliey play with them in then 
leisure hours, but seldom die for them 

Wlien I came back to America from my travels I was saturated 
with European ism words, Most of all I was convinced, as I have 
said, that the change through which the world was passing was a 
diange from one ism to another, from “capitalism” to “socialism ” 
I sought out all the people and movements in Amenca who were 
on the side of progress, on the side of “socialism ” Among others 
I talked to a political leader of the typically American stamp, a 
pragmatic progressive I was baffled to find my isms meant noth- 
ing to him “Capitalism” and “socialism”? He waved them aside 
I thought he was merely a straddler, refusing to take sides on the 
vital issue of the hour I have since come to realize that these 
words really did mean nothing to him Tlie abstract words with 
whidi he would play before an American political audience— 
"American People,” “vested interests,” “Wall Street,” “monop- 
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ism words of Europe. 

Po the words ‘‘capitalism” and “socialism" then mean noth- 
ing? We might pick out certain features of what we call capilal- 
isni, and say that they are crucial and that when they dominate 
we have a “capitalist system", and we might take certain features 
of socialism, and say that when they dominate we have a “social- 
ist system ” But the previous chapter has indicated that my first 
inquiry did not prove very profitable For what were the crucial 
features? 

An average man’s definition of capitalism might be in tenns of 
"free enterprise,” competition without governmental interference 
But even a cursory glance into the history of capitalism, particu- 
larly m the nineteenth century, indicated that this laisscz fhirc 
coDCMtion never existed m anything like a pure form With the 
growtii of big business, particularly, "freedom" of enterprise had 
come to be more and more artificial a conception arc the workers 
free? is the management free? are the stockholders free? Each lias 
certain "freedoms,” and somewhere you arc likely to come on the 
boss, but even he is a prisoner of his business Moreover, individual 
competition drops farther and farther into the background, while 
governmental interferences come more and more to the fore. 

Capitalism is thouglit of os a syslem of private ownership and 
the profit motive All these words turn out on analysis to be slip 
pery monsters Tlie modern corporation especially is in no proper 
sense private Ownership is so often separated from control, and 
18 such a multiple personality of crisscrossing interests and claims, 
that It no lon^ has any exact relevance 

I can recall my childish curiosity in 1918 when all railroad 
tickets began to carry the signature "Win G McAdoo, Director 
General of Railroads" or some such title Tlie new standards of 
discipline and order required by the war had compeHcd the gov- 
ernment to "take ov^' the railroads. Yet the same people 
"owned" the railroads or at least "owned" the pieces of paper 
which the courts recognized as constituting legal “ownership,” The 
same people managed them, though there were undoubtedly more 
gatherings about mahogany desks, to eliminate wasteful competi- 
tion between different lines The same people operated them, 
though possibly on somewhat altered schedules when next I took 



DEFINING THE PROBLEM 


73 

a trip I saw the same little stationmaster with the trim beard, 
with whom my father had always passed the time of day in the 
station, and thougli I didn't know Uie locomotive engineer, up on 
his dignified height in the engine cab, I could not see that he 
looked any different 

Suppose the government were to establish public ownership of 
the railroads tomorrow, according to one of the several bills re- 
cently presented in Congress Tliere might be a few changes in 
schedules and rates, a few soft lobs might be eliminated, and a 
few new soft jobs created, the “owners” would be given slightly 
different pieces of paper in excliange for their former certificates 
But in the "real world” the difference would be scarcely observ- 
able Go to Canada and travel west on the Canadian Pacific 
Route you are being transported by “private enterprise," on the 
Canadian National by "public enterprise,” but you would not 
know which was which without being told * 

Tlie words private and public simply do not carry meanings of 
any scientific precision in the case of corporahons They are of 
purely legalistic (which generally means imaginary) significance 
What, for instance, is a “public utility”? 

I have sometimes been startled m crossing the Jersey meadows 
between New York and Newark by the great looming electric 
signs displaying the words "public service.” Tlie powerful dectric 
power company tliat uses this name has often been the object of 
attacks by liberals and reformers, who claim that it corrupts the 
whole state government, to say nothing of local governments, m 
order to multiply its exorbitant profits I have no doubt that it is 
politically pernicious But suppose that instead of government 
being controlled by it, it were controlled by tlie government, and, 
so as not to complicate the argument, suppose that the latter is 
good government, genuinely interested in “public service ” What 
will happen in the real world? The service is good now, for those 
who can pay for it, and tliere is no reason to eiqject any marked 

* Tlic Canadian National liappens to be a “burden on the taxpayers" it is 
saddled with a large debt left over from the days of "pnvate" operation, and 
its tradic is not heavy enough to pay die inter^ without governmental sub 
sidy Tlie alternative to the taking over of the line ongmally was to the 
consumer with heavier rates, which the government aid not want to permit 
for political reasons, so die tax was levied on the general public lustead 
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improvement, the same engineers, electricians, Im&men, bill cob 
lectors and the like would probably be on the same jobs, Rates 
would be probably somewhat lower, so that a few housewives 
would be able to use dectric washing machines who cannot afford 
to now But most of the Jersey housewives would still liave to 
wash laboriously by hand even though the wires were never carry- 
ing as much current as th^ could 

The difference between public and private enterprise docs not 
seem on close inspection to be very useful Wliat about profit? Is 
not capitalism basically a ‘‘profit system”? 

But piofit IS likewise a slippery word Tlie individual worker 
who works for a wage or a salary and is stimulated by the hope 
of a raise, may be thought of as acting under the profit motive, 
but this will apply alike to the day latoer and tlie gcneml man- 
ager, to the shopkeeper and the “captain of industry,” whether 
they are worbng for themselves, for a “private corporation,” or 
for the government Profit is also used as n bookkeeping term, the 
clifierence between cost and sdling price, for instance but a 
municipal electric light plant may show this kind of piofit, and 
so may a co-operative Is it a matter of "private” profit then? But 
tlie piofit of a big corporation may accnie to hundreds of thou- 
sands of stockholders, bank depositors or msurance policy holders. 

I do not mean to claim that these criteria of capitalism may 
not be important What 1 am arguing is that they ate anything 
but crisp and clear Tliey are of little value in determining the 
essential differences between "capitalism” and “socialism ” * 

I have found tliai the only general agreement among conserva- 
tives and radicals alike is that the terms “capitalism” and “social- 
ism” are used os fighting words The conservatives insist that “capi- 
talism” means freedom and democracy, and that "socialism” is 
slavery The radicals consider "capitalism” a system of oppression 
and exploitation, where the rich and powerful ride on the hacks 
of the toiling masses, while "socialism” means economic demoo- 

* A later chapter will deserflse to what extent the Soviet Union rchiliis 
piofit, both as an incentive and as a hoolckeeping device to keep privately run 
but publicly owned enterprises up to schedule Toward the end of the hook 
I shall have to analyze 'profit^* from a somewhat more technical point of 
view See page 336 
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iBcy find freedom All alil^e move m a dieam-world of abstrac- 
tions, seeing onlv what will fit their scheme of things 

If ''capitalism^' is a difficult word to handle, how much worse 
IS "capitir'l What is "capital"?— a dollar in the savings hank, a 
threshing machine, a share of A T, & T , the Ford plant, a locomo- 
tive, a factory, an apartment house, a post office? 

A skillful little propaganda leaflet issued by a Big Business ad- 
vertising firm recently defined "capital," in terms of its root word, 
"cattle," as tlie source of wealth You can kill and eat your cow, 
but you will then get no more milk and no more calves In a mod- 
ern world capital is machinery, But machinery cannot be eaten 
Capital then is conceived of as a saving of wealtli which might 
olheiwise be consumed, m order to have more wealth produced m 
future Or more accurately, capital consists of tools and raw ma- 
terials, the result of labor which might have been eiqpended merely 
for immediate consumption, but which through foresight and selt- 
restraint was put into more far-reaclnng benefits Out of these 
simple concepts it is argued that capitalism is merely a system 
which stores and uses capital People who think along this line 
are likely then to conceive of socialism as a system which, by divid 
ing all wealth equally, dissipates accumulated capital, and thus 
tends to return to primitivism When it is observed that the Soviet 
Union puts half its energy into capital goods construction, while 
the workers remain poor in consumer goods, these people say that 
Russia has abandoned socialism and is building "state capitalism" 
m place of "free" or "pnvate capitalism ” 

Another variant of this approach is to thinh of capital as accu- 
mulated money, which is used to accumulate still more money 
This, crudely put, is Marx's conception. It is also likely to be that 
of those who deal m money as a business, hankers, brokers, specu- 
lators, investors, If you enjoy an income from investments you 
think of the money value of your securities as your "capital," and 

* When the radicals look at the Soviet Union they have two alternatives 
one is to that there is anything "sodahat” about it, since it bos so little 
democrat lliis is virtually Nonnan Tliomas's position The odier alternative 
IB to insist, through ignoring or interpreting tacts, that what appears as a 
bloody dictatorship is in reality a free democracy In behveen others use words 
1^ state capitalism and state socialism, further evidence of the vagueness of 
"capitalism" and "socialism " 
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mental world is part of the real world Economic activities involve 
the production and distribution and consumption of goods and 
services in the real world, and certain mental processes that ao* 
company and affect the physical jprocesses. 

In a sense tlie goods and services exist both m the real world 
and in our minds Tlie difference between a "cultured" pearl and 
a "real" pearl is almost entirdy in our minds, yet in each case the 
pearl 1$ in the real world Certain services, like the services of a 
psychiatrist, are almost wholly mental But, in general, goods and 
services come from tlie physical enviionmcnt, are produced by 
physical labor, and cater to our physical wants On the other liand 
the money end of economics is almost entirely m the mental 
world There was a time when real cattle m tlie real world consti- 
tuted money, and later gold and silver, which were weighed out in 
any transaction. When the metal was stamped or coined the men- 
tal dement became stronger, and the effectiveness of money de- 
pended on people's confidence (a mental attitude) in its being 
what it purported to be With the coming of bank notes and gov- 
ernment notes redeemable in gold the physical world drew far- 
ther into the background Today m this country most linnsactious 
are by check Only m international transactions is there even any 
convertibility to gold TIic paper and ink constituting the checks 
in the real world are of negligible importance Money has become 
a mental attitude Any scrap of paper may pass as money if the 
persons concerned consider it money A seller will part with Ins 
goods in return for a check if he thinks he can buy goods in his 
turn. In foct, with the extension of credit (credo, I ndicve, credit, 
he believes), checks are often used only to settle balances at the 
end of the month, or longer periods, and money has been pushed 
even farther into the mental world, it becomes merely figures in 
various account books 

If, instead of writing my check with a figure 1 followed by a 
zero, I were to write 1 with six zeros, neither I nor my grocer 
would take it very seriously, though the Treasurer of the United 
States might do the same any day of the week But suppose there 
were twelve zeroes, or as many as the piece of paper would hold, 
it would become meaningless for the Treasurer of the United 
States as well Even at the height of the Gennan inflation it was 
easy for any child to write enough zeroes after a number to make 
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it meanin^ess as a measure of money The numbers we write in 
our account books then ought to bear some rdation to the r^ 
world But they need not be limited by the real world in the way 
the older money was today it is eaw to create money with tlie 
turn of a printing press or the flick of a fountain pen, a weight of 
gold bullion on the other hand could be hammered very thin to 
cover a church dome but could not be increased by one gram. 

In the real world there are veiv concrete and deflnite limita- 
tions on economic processes. The limitations in die mental world 
are of quite a different sort The breeding of chickens is limited 
by their feeding and environment as well as their natural biologi- 
cal constitution Tlie counting of chickens before they hatch is a 
different matter 

For our present purposes we may state die real limits of eco- 
nomic processes as two. the capacity to consume and the capacity 
to produce The capacity to consume in the real world is not, as 
the Brookings Institution has measured it, a matter of money in- 
come, but of physical limitations As regards food for a small boy 
it may be delinexl as so many pancakes, or so much soda pop As 
regards clothes it might be measured as foui suits a year More 
mi^it be bought and used occasionally and hung in the closet 
where the moths would get at them, but this would be waste, not 
consumption. It is not difficult to measure capacity to consume. 
One study found that it would be virtually impossible for a ffimily 
to consume much more than $3,000 worth of standard goods in a 
year * 

The capacity to produce is likewise subject to measurement 
The Ford plant has a capacity to turn out so many cars a day Tlie 
automobile industry as a whole can turn out a certain larger num- 
ber It IS necessary to check back to the sources of raw materials 
and the various processing operations (like the rubber supply and 
tire ffictories) to determine whether or not that capacity of the 
automobile industry can be maintained all year round But it is 

* This figure covers food, clothing, shelter, funiiture, end other personal 
requirements of the moss production type, Emilies with hi^er incomes spend 
them on hand made goods, domestic serrants, and other scarce luxunes, In 
regard to which demand is virtually inHnite For further data on this survey, 
and on the relation of services to a standard of hving, see below, page 319 and 
note 
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it meaningless as a measure of mon^ The numbers we write m 
our account books then ought to bear some idabon to the real 
world But they need not be limited by the real world in the way 
the older money was today it is easy to aeate money with the 
turn of a printing press or the flick of a fountain pen, a weight of 
gold bullion on the other hand could be hammered very thin to 
cover a diurch dome but could not be increased by one gram 

In the real world there ate veiy concrete and definite limita- 
tions on economic processes Tlie limitabons in the mental world 
are of quite a different sort Tlie breeding of chickens is limited 
by their feeding and environment as well as their natural biologi- 
cal constitution Tlie counting of chickens before they hatch is a 
different matter. 

For our present purposes we may state the real limits of eco- 
nomic processes as two. the capacity to consume and the capacity 
to produce Tlie capacity to consume m tlie real world is not, as 
the Brooking Institution has measured it, a matter of money in- 
come, but of physical limitabons As regards food for a small hoy 
it may be defined as so many pancakes, or so much soda pop As 
regards clothes it might be measured as four suits a year More 
mi^it be bought and used occasionally and hung in the doset 
where the moths would get at them, but this would he waste, not 
consumption It is not difficult to measure capacity to consume 
One study found that it would be virtually impossible for a &mily 
to consume much more than $3,000 worth of standard goods in a 
year * 

The capacity to produce is likewise subject to measurement 
The Ford plant has a capacity to turn out so many cats a day The 
automobile industry as a whole can turn out a certain larger num- 
ber It IS necessary to check back to the sources of raw materials 
and the various processing operations (like the rubber supply and 
tire fectones) to determine whether or not that capacity of the 
automobile indusby can be maintained all year round. But it is 

* This figure covers food, clothing, shelter, furniture, and other personal 
lequiicments of the mass production type, families with higher incomes spend 
them on hand made goods, domestic servants, and other scarce luxunes, In 
regard to which demand is virtually infinite For further data on this survey, 
and on the relation of services to a standard of hving, see hdow, page 319 and 
note 
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possible to go even farther and determine the capacity of tlie 
whole industrial plant of the United States, with the “bottle 
necks" of raw materials or processing or transportation all taken 
into consideration A study was once made of oiir productive ca- 
pacity, and it was found that in 1029 wc could have produced 135 
billion dollars’ worth of goods and services (arbitrarily measured in 
1929 prices], with many of our plants even then not operated at 
their maximum capacity.* 

Now, if our standard of living were detennined solely by these 
two limiting factors in tlie real world, capacity to consume and 
capacity to produce, it is clear that it would be much hi^ier than 
it 15 Unfortunately all sorts of mental factors enter into the eco- 
nomic mechanism, of which money is only one of the most ob- 
vious All our social arrangements affect the production and dis- 
tribution of goods Inefficiency in management and administration 
IS the most legitimate In certain industries, such as our telephone 
system, capacity as measured by cables and connections may be 
vastly affected by efficiency in management and administration, 
though tlie human factor is being eliminated more and more by 
automatic equipment Fads and consumer trends created by adver- 
tising liave a vast effect A social system so disorganized os to lend 
to a general strike may cut down production almost to zero A 
money system dependent on the vagaries of "confidence" and 
"panic" may likewise bring operations m the real world almost 
to a stop. 

With tins crude analysis of the limiting factors of economics it 
should be easier to answer our first and major question. Wliat are 
the fundamental economic elements in tins period of change? 
From what sort of prevailing economic practices to what sort of 
new economic practices are we dianging? 

Transition from What to What? 

TTic most compact statement I could find at this stage of my 
inquiry, to describe what lias been happening, was to say that 
there has been a trend from pzoduction ior the market to prodtuy 
tion for use. 

* Sec page 318 below, for a fuller discussion of productive capacity 
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Both of those phrases need a good deal of analyzing and de£n- 
ing Even the words “for" and "fiie” raise questions Later, as will 
appear m the course of this hook, I found ihat the problem is 
much more subtle than even these terms would indicate But they 
are helpful nonetheless Let me apply them to some of the ex- 
amples I have cited from die "real” world 

When roads were built "for the market” toll gates were put up 
to bar diose who could not pay the toll The "market” for roads 
was small, the tolls collected amounted to limited sums, and the 
roads were execrable. Tlie growing American community felt it 
was worth while for public authorities to build roads out of tax 
money or bonowmgs, for public "use ” The labor and materials 
(mos% gravel and cement) available to build roads in the real 
world are ample, but our road building is still liampered by events 
in the mental world ("Where is the money coming from?”) On 
the whole these financial considerations have earned less and less 
weight, for "state aid” and "federal aid" have made them more 
remote from local communities Thus road building is largdy 
"for use ” Estimates of the need of those who dnve, whether in 
passenger cars or tmeks, mcreasin^y determine how and when 
and where roads are built. Mountains are slashed to meet con- 
sumer specifications 

Once all schools were private ventures, they were supported by 
tuition fees or chanty Only those children a schooling who 
could pay the tuition or who the givers of tlie chanty fdt were 
worthy of it. Wliile it may be stretching a point to use the term 
"market** to apply to parochial and charitable schools, the term is 
apt in the case of the ordinary private schools dependent on tuibon 
fees. Production in this case is not of goods but of a service, the pro- 
fessional service performed by a teacher, education the product is 
a more or less educated person Only a limited number of parents, 
with ample bank accounts, can afford the product of a girls’ fin- 
ishing sdiool or a boys’ country day school But tlie "little red 
schomhouse" lias gone on a different pnnciple Money is no bar 
The teaching is free Tlie school system is organized to meet a 
generally felt need Schools appear in every town and aty budget, 
along with fire and pohee protection, sewage and sanitation, parks, 
vaned public services, usually the provision of water, sometimes 
the provision of electncity Where no special payment or fee is 
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required, as in the case of fire protection (an alarm system, a staff 
of firemen, equipment in the shape of fire engines and hose, ao- 
cessihle fire hydrants), there is production foi use in purest form, 
though it was not so long ago tliat private fire-fighting companies 
would bargain with a householder (m “the marfcet’j wline his 
house was burning Where payment is required (as for electricity 
produced in a municipally owned plant) the motive is indeed to 
produce for use, hut the economic effect is so little different that 
it may still be considered production for the marhct 

"For” use or “for*' the market is then not merdy a question of 
intent Most private schools are run by altruistic individuals pri- 
marily concerned witli filling an obvious need for better educa- 
tion Publicly owned power plants are built to give more people 
more dectnc power But the functions they perform within the 
economic system are limited by the amount they can sell on “the 
market." We might aibitranly say that one-quarter of each is “pro 
duction for use" and three-quarters "production for the market " 
If a municipal plant lias the capacity to produce more power and 
does not produce it because certain would-be consumers cannot 
W for it, to that extent surely it is not producing "for use " In 
met it is engaging in a practice that is becoming increasingly bet- 
ter known as “nonproduction ” 

Wlien we went to war m 1917 it became a matter of life and 
death to produce guns and ammunition and uniforms and army 
food rations, and it was equally important that these goods when 
produced should be shipped by tram and boat to Europe os rap 
idly as possible To increase emciency the American government 
set up a War Industries Board to plan production, and it took 
over the rafiroads and went into the shipping business (Transpor- 
tation, of course, is a part of the productive process.) None of tins 
was free, however. All those munitions and unifonns and food- 
stuffs bad to be paid for, mostly by the government, occasionally 
by the individual consumers. Where did the money come from? 

Some of it was borrowed from savings, some was raised by taxa- 
tion But a large part was "new** nionw, created by the govern- 
ment and the banks for the purpose. Tlierc are many names for 
this, which we shall ultimately have to analyze— "deficit financ- 
ing " "credit inflabon," "putting the burden on posterity,” "eco- 
nomic insanity,” and things even worse. But what I am interested 
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in showing here is thst there may be production of wealth when 
there is no "marhet” for that wealth, the money with which 
to buy it being created as production goes on— and that this is ]ust 
as much "production for use" when the consumer has to pay for 
it (like an army officer buying his uniform) as when the con- 
sumer uses it free (like the same officer finng a sixteen-inch bat- 
tery made in a government owned arsenal) * 

Observe tliat production for use is a method of getting things 
done in the real world, and that its effectiveness has nothing to do 
witli whether the ends sou^t may be good 01 bad. 

It should be possible now to suggest some of the implications 
of this economic method, in contrast to the old method of pioduo- 
tion for the market 

Under production for use the only limits are the physical limits 
already mentioned, the capacity to consume and tlie capacity to 
produce Under production for the market all sorts of mental lim- 
its are imposed by the mental world f 
Production for use is production controlled by a more or less 
governing plan Production for the market is production accord- 
ing to a hundred thousand guesses by a hundred thousand business 
men— bow much can they sell?— and hence necessarily unplanned. 
Tliere is a certain rough common sense in the minds of business 
men, winch keeps some sort of order and prevents complete un- 
predictability. we shall analyze the "laV* of supply and demand 
m a later section Economists who want to defend the status quo 
wiU argue that if left to themsdves the business men and the 
'^aws” of economics will result in economic "planning” in every 
way better, because more automatic, than the planning of a gov- 
ernmental agency But in the real world produebon for the market 
gives us millions of jobless men and underfed children, and lack 

* Don't be bothered by the fact that the “wealth" produced may he for 
destruction on officer's unifoiin, a sixteen inch battery, ore wealth which is 
produced for consumption, just as truly as a hunter’s togs end his shotgun 
\ U is only necessary to cite the slump that began in August, 1037, 
by a failure of "conlidence" by "feat" that die b^get woum not be balanced 
(or that it had been balancefl}, by an appearance of "ovcipioduction" (not 
in relation to real physical need, but m leuihon to wbat people might be ex 
pected to buy), by a frar of "inflation" or a fear of "deflation," or of the 
elfects of certam taxes— by millions of people leoctiog unpredictebly to a 
changing busmess situation 
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of integrated planning leaves production far short of productive 
capacity and consumptive capacity. 

Since production tor use can be planned^ with regard only for 
those real limits, it can provide an economy of abundance, if the 
limit of productive capacity permits it— specifically if tlie man- 
power and the natural resources are available up to the limits of 
consumption The capacity to consume so far as food is concerned 
ou^it to be measured by health standards, os to what constitutes 
the best diet known If the capacity to produce is limited, say, hy 
inadequate soil and a poor climate, so that it cannot provide 
everybody with tins optimum diet, then an economy of abun- 
dance, “plenty for all/*^is an empty dream But if the capacity to 

{ >roduce food, and all otlier staple artidcs of an ample standard of 
iving, IS at or above the capacity to consume, then an economy 
of abundance is possible 

Wliy cannot production for the market achieve sudi abun- 
dance? Tliat IS not as easy a question to answer as I first thought. 
Here I will merdy venture this generalization When production 
IS for the market the amount produced is determined by innumer- 
able factors in the mental world Business men produce what they 
think they can sell, and they can sdl only what customers can 
buy, and the amount of money the customers can spend, once 
more, is determined haphazardly by a million unprodictables, in- 
cluding such abstractions as what a group of bankers may think 
the rediscount rate should be. Wliy these unprediclables once re- 
sulted in a fairly efficient system and why they no longer do is our 
most difficult problem But there can be no doubt of the ^cts 
production for the market now falls chronically short of capacity 
production. 


Freedom as Fnd and as Means 

With this tentative statement of the economic problem, let me 
look back to see how far I have come on my inquiry What is the 
nature of this hectic period of change? Its origins are familiar and 
obvious, though it is wdl to remind ourselves of them if we are 
to keep up our courage 

Origins cannot legitimately be isolated m a world of mtneate 
mterr^bonships and multiple causation, hut they can be roughly 
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emphasized The beginnings of the scientific method, with Gali- 
leo, Copernicus, and Nei^on, coincided with a release of the 
Western mind from the rigid absolutisms of the Middle Ages 
Tliesc developments were followed on the one liand by the appli- 
cation of science in technology, bnnging on the Industrial Revo- 
lution and the modern machine, and on the other by the Great 
Enlightenment, with the ideals of individual freedom and political 
democracy which found expression in the eighteenth century 

For about a hundred and fifty years—a short period, be it noted, 
m human history— man has been struggling to assimilate these 
two ideas, science and democracy Tliey have meant power and the 
widespread opportunity to tahe advantage of that power They 
have meant a long series of revolutionary upheavals, as old institu- 
tions— economic, political, religious, social— have had to give place 
to new 

The difficulty of adjusting to the new factors is exemplified by 
the naive faith prevailing during most of the penod, that popular 
education would insure a successful adjustment When everybody 
had at least a grammar school education democracy would work 
Later the goal was set at a high school education, and some even 
went so far os to call for a universal coU^ education But the 
new literacy seemed quite incompetent, even to choose presidents 
or representatives, much less decide complex policies like a protec- 
tive tariff, or anti-monopoly lepislation, and the greater literacy the 
people had the more susc^tible th^ were to fraud, whether of 
advertising or propaganda 

Now the naive faith is shattered, and there are those who preach 
the virtues of illiteracy, relying instead on racial or tribal instincts 
But the failure is not of education Rather is it the failure to de- 
velop adequate social arrangements, workable mstibibons, admin- 
istrative techniques, that would enable us to take full advantage 
both of our new-found control over our environment and of our 
new-found freedom 

What the end product of this parhcular readjustment may be 
it is not possible to predict but only to guess and hope In a sense 
there is no "end" product, for we are merely at one stage in an 
endless process of changing social life But we may think of the 
immediate end as the provision of the basic goods in abundance 
to all, as water comes out of a tap m abundance. With poverty 
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abolished, riches will cease to have much if any significance. With 
the wide margins for error and expenmcntation that become pos- 
sible under conditions of plenty the widest conceivable range for 
oqiression of individual choice, or idiosyncrasy, or even idle whim, 
becomes possible 

If tins trend is indeed a natural result of the unleashed forces 
of science and democracy then it is probably not only an inevi- 
table trend, but an irreversible one there is no use either bemoan- 
ing it or trying to go back to the good old days 
At the same time it is not a trend tliat can safely be left to 
work itself out The dangers of a failure to understand and control 
it are too obvious to need much emphasis Having mastered our 
natural environment— shut out the weather, spanned space, har- 
nessed energy— our survival now depends on masteiing our social 
environment The real alternatives arc between an orderly transi- 
tion to a better ordered social environment, and a transition so 
chaotic that it comes to rely on bayonets and concentration camps. 
The latter alternative may destroy both the science nnd the democ- 
racy diet inspired the transition, and thus halt further progress 
The chance of its being a free, humane, democratic, intelligent 
and orderly process depends on our discovering the rules (laws, 
hypotlieses, theories) that govern it Tins simply means the f^^ 
ther use of the scientific method 
Yet the scientific method cannot define the end In the last 
analysis that depends on personal "value judgments " At bottom 
there are biases which are not reasoned They arc intuitive, emo- 
tional, perhaps "spiritual.” My thinking is necessarily conditioned 
by what I want, And what I want is conditioned by my past 
I know something of what used to bo called the '^od life,'' 
for 1 have had the opportunity to live it viitunll^ dumped in my 
lap I know that healm and happiness and creative living depend 
in no small degree on the level of matenal well-being which eco- 
nomic arrangements might make possible for each of us ample 
food, clothing and shelter, with all the amenities of modern liv- 
ing I believe that every one of these can and should be available 
to all. 

Yet in my own life these material things have been so much a 
matter of course that they have seemed to be of only dementaiy 
and pidimmaiy importance. I want to use the madiine to tlic 
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limit, to flood the world with goods, but I want to be able to for- 
get both the machine and the goods, as I forget the tdephone 
system or the water supply system or the sewage system. Yet if I 
were a machinist, I would want to have a share in the controls of 
the machine If there is to be economic planning, let every human 
being have a share in it, let no one be a mere pawn in the hands of 
planners 

Tlie “end” so far as I am concerned can only be descnbed m 
terms of the much overworked words, freedom and democracy I 
have hated to be told what to do and what not to do, yet disci- 
plines are essential Creative work is the highest prerogative of 
man Tlie only opportunity most people now have for it is m what 
they call “leisure ” Freedom means the opportunity to find crea- 
tive work, m whidi the essential discmlmes can be sdf-imposed 
The whole problem of the relation of freedom to economic collec- 
tivism can be summed up m some such way as this Since, lu this 
complex and crowded world, work is of necessity mostly collective, 
everyone must have a share in the controls over that work, and the 
fullest opportunity for individualism apart from it 

Yet even this statement of the problem is not quite adequate, 
for m setting a goal it seems to separate means and ends too 
sharply Even if we agreed that the transition was from A to B, 
and we were able to determine just what we meant by A and what 
we meant by B, so that B become a concrete goal and a definite 
end to be achieved, then it might be assumed that what liappened 
between A and B was unimportant so long as B was adiieved In 
other words, die only concern was to find means and methods that 
worked in bringing result D 

The Moscow trials, beginning in 1936 and continuing through 
1938, aroused in many of us die disquieting realiTation that twenty 
years after "the revolution” a reign of terror might still be neces- 
sary. Apparently you could not overlook means Apparently means 
and ends merge so imperceptiblv that it is impossible to keep 
diem sharply distinct Perhaps after all it is not a question of a 
transition trom a definite system A to a defimte system B, but a 
question of a continuous process of historical evolution, in which 
A and B are merely shorthand ways of describing prevailing char- 
acteristics at different periods, which yet interpenetrate through- 
out. 



88 man's estate 

When, a few years ago, I first became aware of the changes that 
were being made and Uiat liad to be made in our social folkways, 
I was inclined to scoff at the conservative argument that capitalism 
IS a system of “free enterprise/’ and therefore essential to tlie con- 
tinuance of freedom Who were the conservatives to argue tliat 
socialism would destroy freedom, when the capitalist system they 
uphdd left freedom illusory for all but a few? 

The basic problem, as I first saw it, was the hastening of the 
transition from capitalism to socialism No need to worry unduly 
about freedom, for that was impossible under capitalism, and 
would follow naturally from the achievement of socialism I was 
even willing to accept the possible necessity of an interim dictator- 
ship 

But if means and ends are so closely interrelated that they merge 
constantly one into the other, liberty cannot be so cavalierly 
treated Tlie problem is not how to achieve a democratic socialist 
society as an end product Nor is it merely how to achieve a transi- 
tion to such a society by democratic means Tlie problem is one 
much more ^miliar to Amencans with tlicir conviction of the 
possibility of progress how to facilitate an evolutionary process 
which involves the gradual attainment of more liberty and more 
abundance foi all people 


Tins book IS the record of my own pursuit of understanding in 
the field of economic change, My education in this field began 
with my two years of travd abroad In the eight years since I 
started that voyage of discovery I have been gathering facts and 
making tentative hypotheses to explain the facts And all the time 
1 have been looking for results— not merely in terms of a satisfying 
and complete theory, but in terms of a theory that would facilitate 
more intelligeiit action Yet no education m this field of swift 
change can ever be finished 

From now on tins book will be less directly autobiographical. 
It IS necessary for my purposes to marshal the facts that I think 
most relevant— about Soviet socialism, about fascism, about all the 
experiments in social and economic control launched in other 
countries, under the spur of war preparation or democratic de- 
mand or merely the instinct for survival It is necessary for my 
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purposes to examine the Marxist interpretation of world change, 
because, as I have said, it is the most impressive in its claim to 
completeness and authoritativeness It is necessary to dig into the 
theories of the more orthodox economists And finally, i£ I am to 
do the )ob I have set myself, I must inquire what are the practi- 
cal possibilities for effective and intelligent action in the American 
political scene 

I have come to a point where I can make a tentative statement 
of the conclusion to which this book is directed To state a con- 
clusion as an hypothesis to be proved is, I take it, in the accepted 
scientific manner 

The argument of this book is that tlie difference between capi- 
talism and socialism is in so many respects verbal and unreal, that 
the transition through which we axe now passing m^ be of a far 
less drastic character than commonly supposed Tlie capitalist 
economy of tlie nineteenth century was &r more collectivist than 
any of its present defenders appreciate. The controlled economy— 
call it collectivism or socialism— into which we are emerging in 
the twentieth century, is one m which there is and will continue 
to be fiir more capitalism than any of the radicals appreciate 

I have become convinced that die type of "free enterprise" 
winch laissez faire economists assumed to prevail under capitalism 
will only become possible m a controlled or planned economy- 
paradoxical as that may sound To present the issue as one be- 
tween private enterpnse and public enterpnse, or between private 
ownership and public ownership, or between the profit motive 
and the service motive, as I was at first mdmed to do, new seems 
to me meaningless and irrdevant, if not false* 

The controls necessary to mate the economic system function 
to produce abundance and freedom will emerge m this book from 
a study of collectivism in practice all over the world, and from a 
theoretical analysis of the economic problem itself As a necessary 
first step, I have wanted to get nd of some of the confusion that 
surrounds our concepts. 

So long as we think m terms of such hard and distinct yet in- 
credibly vague words as capitalism and socialism, free enterjinse 
and planned economy, the transition through which we are pass- 
ing by evolutionary necessity will arouse a maximum of hatred 
and fear and painful conflict If I am right m my hypothesis— that 
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a few *'retornns" of fhe existing system will facilitate a process al< 
ready far advanced, that the difficulties of this dangerous period 
are features of a social read|U 5 tment whicli, while profeiund in its 
effect, IS insbtutionally a comparatively minor one, that when we 
achieve an efficient economic system it will look so familiar that 
we shall continue to call it capitalism, though it will he in every 
essential respect a socialist system— if this hypothesis is correct, 
then, hy the very fact that the old labels cease to he fighting 
slogans, perhaps the conflicts will be minimized Tlie wars and 
evolutions and ideological crusades may be largely due to a mis< 
understanding of the process itsdf, battles over words and dogmas 
in spite of widespread agreement on whal is to be done 

As for me, I have determined to be an optimist This period of 
danger and difficulty represents a stage in modern man's efforts to 
adapt his social habits to the power brought 1^ science and the 
machine, and to an ideal of individual freedom that is still new 
It is a dangerous time. Any of us may he blown to hits hy a bomb 
before we are a year older, and our civilization itself may be set 
hade for centuries by a disastrous series of wars Even humane and 
intelligent men, aware of tlic constructive forces at work in the 
world, are so wrought up over whnt seem to them destructive symp- 
toms as to feel tliat war is the only way out Tins to me is what 
IS most profoundly disquieting If civilizabon does ^'collapse” it 
may be as mudi because of lack of tolerance and perspective on 
the part of ''men of good will" as because of the blind forces they 
are fighting. For behind our unrest, behind communism and be- 
hind fascism, even behind die menace of war, tlicre are forces of 
great promise 

The liberation of the human spirit— -that vogue process of grow- 
ing up which we symbolize under such words as freedom of 
thought and democracy and science— has not been arrested But 
it IS demanding new disciplines, individual and social If we do not 
all rush out to mutual slauglitcr, time will help us work them out. 
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Chapter Five 


FROM OCTOBER TO FIVE YEAR PLANS 


W HEN I was m Leningrad I was taken by my Intounst 
guide to tlie Smolny Institute, that vast palace seminary 
for princesses, duchesses and other gentle female snobs, 
which suddenly became the focal point of revolution It was late 
on a fall day, after museum visihng hours, and the incalculably 
long corridors were dark and empty I was shown a little well-like 
room with an iron cot, on which Lenin snatched a few hours of 
feverish sleep dunng the October days of 1917, when men lived 
too fast to nave time either for eating or sleeping My guide got 
the key to the dassic-columned hall where the Congress of Soviets 
had met in continuous session fourteen years be^ire He could 
find no light near die door so he gremed up to the rostrum and 
switched on the light at the reading desk Immediatdy a gigantic 
shadow leaped from him up to the rear wall of the dim audi> 
tonum It might have been the shadow of the maker of the revolu- 
tion himself, as he appeared before the tense multitude on the 
evening after the Winter Palace two miles away had ^len and 
the Kerensky government had disappeared, and declared "We 
shall now proceed to construct the socialist order ” 

A few months before, Lenin had considered the fact that he 
might soon have to undertake the "reorganization of the capitalist 
system into a socialist one'*, yet he had been forced to admit "I 
do not know of any socialist who has dealt with these problems " 
Now here they were, he and the Bolsheviks, by a swift and decir 
sive coup tliey had seized power over the largest compact national 
area in me world, intent on transforming its every way of living, 
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yet without any plan of procedure John Reed, m his magnificent 
account of the Ten Days That Shook the World, describes the 
comrade who had been appointed Commissar of Finance in the 
new regime because he had '"once been clerk m a French bank", 
he was sitting in a corner, “anxiously figuring on a dirty envelope, 
and biting his pencil”, while the new Commissar of Commerce 
humoroudy admitted that he knew "nothing whatever of busi- 
ness" 

This was the beginning of the first and still the only conscious 
attempt to fashion a socialist economy I am inclined to believe 
there wiU never again be a similar expenment because tliere will 
never be another “socialist revolution.” In this cose it was pos- 
sible to cany through “the” revolution because of a combination 
of extraordinary circumstances disintegration of a coirupt regime 
under tbe strain of a great war, absence of any effective democratic 
institutions, and the existence of a trained and disciplined revolu- 
tionary group, uniquely led and utterly ruthless in their seizure 
and maintenance or power because of an utter conviction of the 
n^teousness of their cause But even if there is never again to be 
a similar situation, the experience of tlie Soviet Union in the last 
twenl^-odd years is of paramount importance to all those who be- 
lieve a planned collectivist economy is the pattern of the future 

The Bolsheviks started m almost complete ignomnce of the eco- 
nomic problems they had to face. Tlicir minds were cluttered up 
with Marxist notions tliat constantly led to false steps whenever 
an attempt was made to apply them. They were guilty of virtually 
every mistake th<^ could have made. Tneir mistakes were hor- 
tibW costly, resulting in millions of unnecessary deaths and untold 
sufi^ing if the dichitoiship had been any less brutal than it was 
it could never have surviv^ tliese errors, and if the country had 
been any farther devdoped from a primitive agricultural base than 
it was no regime could have kept order in the chaos that would 
have ensued Yet the mistokes are as instructive as the successes 

In the twenty-one years since the October Revolution there has 
been a vast amount of argument and discussion m the outside 
world about the failures and successes of the Soviet “experiment ” 
But they have been almost wholly in political terms And a great 
part of the discussion, particularly as between the various Marxist 
groups, has been over abstiactions-^likc the “dictatorship of the 
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proletanat**— whose referents were mostly emotional states in the 
sectarian mind 

It IS perhaps not entirdy surprising that there has been little 
analysis of Soviet progress in strictly economic terms. For the 
Marxists have always been taught to believe that any analysis of 
the workings of socialism (even apparently when it was contem- 
porary!) was "Utopian" Capitalist economists have been biased, 
and have either disr^ided the Soviet Union or pointed to its 
failures as horrible examples 

When, in the course or my own inquiry, I sought to understand 
exactly what constituted the diifereiice between "production for 
use” and "producbon for the market,” I found only two or three 
books in all the wealth of available material that were helpful in 
interpreting Soviet economics My own bnef visits to the Soviet 
Union had merely given me an oversimph&ed version of the Soviet 
planned economy a bluepnnt was drafted for a hve-year period, 
then the people did as the central planners directed But appar- 
ently there had been several shifts or ground; there was no ^ubt 
that there had been frightful failures as wdl as magnificent suc- 
cesses, and the outward results still seemed to me doubtful 

When I went hack to Soviet economic history in searcli of eco- 
nomic principles I found there was much to be learned which had 
been almost entirely neglected, alike by partisans and enemies of 
the regime. 


How Not to Do It 

Soviet history is easily divisible into three parts, the period of 
“War Communism” from the Revolution to 1921, the period of 
tlie “New Economic Policy*' or “NEP” from 1921 to 1928, and 
the period of the Five Year Plans from 1928 to the present Dur- 
ing the first period the economic mechanism ran down till it al- 
most stoppecC during the second it was revived by a judicious re- 
turn to la^sez faire, and only in the last did the ^‘consbtution of 
a socialist order” begin m earnest To be sure, these penods 
merged into each other, and so did both the destmcbve and con- 
stmctive dements in each of them, but the division is near enough 
the buth to be helpful. 

When 1 went to Russia my head was full of tales of destruction. 
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Tlie outside '‘bourgeois’* world got its most vivid impression of the 
Russian Revolution from those who Sed famine, terror and eco 
nomic collapse in the first period, and that impression has re- 
mained The idea some of my conservative friends still have, tliat 
the Bolsheviks have been living off the accumulated wealth of past 
generations of Russians, was true enough when it hist became 
current 

For a few months after the Revolution the old oider still had 
momentum People went about then ]obs as a matter of habit 
Lenin wisely tnM to hold back the entliusiasm of the workers, 
who knew only that, in Marxian lingo, tlie "expropriators” were to 
be "expropriated " In the beginning only the Imperial State Dank 
was taken over, and the attempt was made to clieck any wholesale 
soaalization of business and industnal enterprises Tlie pace quick- 
ened nonetheless The whole credit structure— the innumerable 
pieces of paper that are inscribed with promises to pay— collapsed 
almost at once as the private hanks disappeared llie syndicalist 
tradition, that the workers take over the factories, was given added 
impetus in the excitement of the Revolution there was no stop- 
ping the process by which the workers drove out their enmloycrs 
With business management gone and credit gone the ractorics 
slowed to a stop 

A year or two later the factory workers m Italy followed suit, 
then "occupation of the factories” was one of the stimulants of 
fascism In both cases stocks of raw materials shortly ran out and 
could not be replaced, and the finished products tended to pile 
up without any mechanism to move them on toward consumers, 
there was no money coming in for wages or for the purchase of 
additional raw materials 

It was bdieved that money would soon disappear— Marx was 
vague on this point as on every point connected with tlie budding 
of socialism— so the People’s Dank merely printed rubles for day- 
today governmental purposes, without regard to consequences. 
State and municipal services were free, and it was apparently 
thought that the communist goal, "from each according to his 
ability, to each according to his needs,” could be quidcly realized. 

Lenin ri^tly emphasized tliat "socialism is tlie keeping of ac- 
counts,” hut he thought it a comparativdy simple matter, whidi 
any worker with a knowledge of anthmetic would easily master 
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By 1920 it was apparent that industnes merely under the control 
or the workers would not run themselves, the disciplines required 
by war and dictatorship were again imposed in the factories, par- 
ticularly in the munitions plants, and centralized control took the 
place of the decentralized syndicalist operation But the tools for 
intelligent planning were lacking A decree "abolished" banlung, 
and set up the "Central Budget and Accounting Administration" 
in place of the People’s Bank, but this was only a change of label 
the new institution did little but keep the pnnting presses iiin- 
ning Another decree, inspired by Marx’s labor tlieory of value, de- 
clared tliat all values were to be measured in terms of labor, this 
was ignored at the time, hut the notion was to plague Soviet 
economists for many years yet 

Meanwhile economic processes stagnated more and more With 
shortages of everything the only recourse was the recourse of sliip- 
wicckra marineis or of an army beleaguered far b:om its sources 
of supply the mtioning of goods in meager doles A great migra- 
tion ocaiired from the cities back to the villages, where at least > 
people were close to the one essential source of supply Leningrad 
and Moscow were empty shells But even in the case of basic rood- 
stuffs the incentive to production had been lacking At tlie end of 
1021 a fnghtful famine took place, and the already weakened pop 
ulation died like flies 

At the low point in this Hist period industrial production fell to 
13 per cent of the pre-wai! levd Railway traffic fell to 12 per cent, 
only a few locomobves were still functioning, the rest rusting m 
idle repair shops Consumption of bread in the towns, winch was 
always the staple food, was at 50 per cent Never has a great coun- 
try Slipped so rapidly back towards savageiy In some of the vil- 
lages mere were stones of cannibalism 

The orthodox Communist explains the failure of War Com- 
munism as due mciely to war conditions It is true tiiat interven- 
tion and civil war, on top of the disastrous years of the Great War, 
and finally complicated by the war with Poland, ravaged tlie coun- 
try and left it prostrate Yet if there had been an understanding 
01 the nature of socialism in the beginning the dismption need 
not have 1 ^i so catastrophic The fiasco of War Communism was 
the fiasco of socialist economic thinkers, who, following Marx, 
considered it "Utopian" to plan for the transition to socialism. 
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and never "dealt with these problems " The heritage of tliat first 
penod of degradation and suffering, and "the Terror" that was 
added to it as the only means of retaining any semblance of order, 
IS still a bli^t on the Soviet Union 
TTie New Economic Policy or NEP was admittedly a temporary 
"step backward" toward "capitalism,” to permit recovery of lost 
ground Ownership of the b^ic means of production was not re- 
turned to private hands nor was private banking permitted But 
private trade and busmess-for-profit were encouraged Most im> 
poTtant of all, the peasants were induced to produce food for the 
cities once a^in, by the re-establishment of commodity markets 
and a money economy Prices were once more left to the play of 
supply and demand A vast growth of speculation followed, Gspc< 
cimly as the ruble was not stabilized till 1924 (at 50 billion to 1), 
but speculation at least meant that the life-blood of economic no 
tivity was pumping through the country’s veins 
Walter Duranty gives a striking picture of Moscow at the end 
of the original penod, a crumbling, ragged city, which had not 
even kept up such essential services as streets and drainage and 
electricity, and where a dwindling population lived from hand to 
mouth, a few more years of drawing on past accumulations with- 
out replacement and the city would have been like an H G Wells 
rum, inhabited only by a few cave men Tlicn Duinnty describes 
Ibe startling transformation that occurred on the introduction of 
the New Economic Policy In a capiUhst system economic wheels 
are kept turning by the market, where goods are traded under 
the spur of monetary profit. Tlic Bolsheviks h.id destroyed the 
market and put nothing in 'its place gradually the wheels had 
stopped turning and money had become more and more worthless 
paper Tlie NEP restored the market Trade was once more per- 
mitted The wheels began to turn Money began to flow Even its 
depreciation was now an incentive to kcqi it moving Ginnbhng 
flourished like a weed after a drought The Moscow authorities 
put the heaviest of punitive taxation on the gambling dens, yet 
sbll they throve And out of the taxes on gambling, says Duranty, 
the city at last was able to get the resources to repair the streets 
and the municipal services A dead economy began to levivc, 
lilianks in part to a restoration of some of the worst features of 



FROM OCTOBER TO FIVE YEAR PLANS 


capitalism Tlie dead economy was a "socialist” one, and the NEP 
represented a return to "capitalism ” 

For a while the retreat threatened to become a rout. The 
dogmatism of the earlier period so far relaxed that Bans Biutzkus, 
a Leningrad University economist, was permitted to publish an 
attack on the economics of socialism which is still one of the 
most penetrating in the fidd, and was even given a responsible 
post in the regional agricultural planning bureau, though he was 
exiled shortly thereafter Many of the former business men who 
were left were called back, and the socialized industries were in- 
stiucted to operate along capitalist lines 

Tlie Bolshevik leaders, however, never seem to have had any 
doubts that it was more than a temporary stratagem The "bosses^' 
might be called back in the guise of "experts” or "specialists,” but 
their tenure was precarious and their status dubious They were 
watched by the triple hawk-eyes of the Communist party cdls, the 
secret police, and the trade union representatives. And the "*Nep- 
men” proper, the petty traders and business men whose initiative 
and greed made the recovery possible, were a tolerated but 
despised class. 

When 1 went to Russia m 1931 the NEP was sHll recent his- 
tory The older permle looked back to it as a bnef and partial but 
nonetheless blessed return to tiie good old days The younger 
people, who by that time had had fourteen years of drilling in the 
ideals of the Revolution, beti^ed a noble scorn for the profit 
mobve and for money-making To this attitude I readily responded, 
having come from an anstocracy where these "bourgeois’* traits were 
hdd in equal contempt, however useful they might be to make my 
capitalist system (or tiie Russian NEP) function Occasionally 
I lunched in a restaurant where a furbve Nepman lingered on, or 
had my hair cut by an independent barber who complained of 
being taxed out of existence And on one occasion I talked to an 
"expert” manager of a plant who might have been a pi&war busi- 
ness executive, and fdit his irritation at the bumptious, red-haired 
youth sithng beside him, "representing the workers, and with 
equal authority” 

No, die NEP had been only a decephve Indian summer for the 
old free market And bdhind the scenes the Bolsheviks were tak- 
ing to heart the lessons of War Communism. 
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Learning How to Plan 

Tlie idea of planning had survived the fiasco of "natural sociah 
ism " Tlie Gosplan or State Planning Commission had been set 
up under the Council of Labor and Defense as early as 1921 
Plans for electrification were pushed at Lenin's insistence, and the 
capacity of Soviet power plants increased 50 per cent during 
the NEP 

With the stabilization of the ruble m 1924, planning on an ex- 
tensive scale for the first time became possible after all, it is not 
possible to mahe an integrated plan without a reasonably stable 
unit of measure An over all economic plan for tlie national econr 
omy was adopted for the year 1925-26, and for eadi year thereafter 
But these plans were tentative and experimental Even with a fairly 
stable mble, prices were so variable under pnvatc trade that there 
seemed no way of predicting where and how goods would flow 
In particular, there seemed no way of counting on adequate sup 
plies of grain for export, to buy the machinery needed to rehabili- 
tate home industries foreign trade was still a socialized monopoly, 
hut between the independence of the peasants and the unpre- 
dictables of the open market, these early plans broke down 

The idea of the first Five Year Flan began to take shape in 
1926 If prices were not to be pennitted to fluctuate on the open 
market then it was felt that private trading must give way to 
planned distribution ns well as planned production Tlie Plan be- 
came more and more doborate It began to take on a fourfold 
aspect. The first was the construction of new plants, already be- 
gun in file field of electric power Second was the production of 
raw matenals, especially oil and coal, iron and steel, without winch 
there could be no mdustnal expansion, hut which demanded m 
turn that the building of new plants must be concentrated m this 
field— steel mills, oil wells, mines and smdters—rathcr than 111 the 
consumer goods field Third was the production and distribution 
of consumer goods And last were the monetary aspects of the 
Plan 

Apparently during the formulation of the first Five Year Plan 
there was a good deal of caution in high places The disasters of 
War Communism were still fresh. The experiments in doing with- 
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out monw had resulted in a return to orthodoxy in financial mat" 
ters A whole series of new banks had been founded in 1922, and 
interest up to 8 and 10 per cent was paid on deposits to encourage 
die accumulation of monetary capital The currency had been 
given a gold base when it was stabilized, though notes were not 
redeemable in gold and the gold had no significance for the iii' 
teinal economy, other tlian its psychological effect on those who 
had charge of the pnntuig presses 
> Capitalist banking practices flounshed under the NEP, with tlie 
banks discounting the commercial paper brought to them by the 
private and socialized businesses This type of free commercial 
credit continued well into the Five Year Flan But commercial 
banking and investment banbng were separated in 1927 The Gos- 
bank or State Bank concentrated all short-term 01 commercial 
credit in its hands, and for a while it liad sufficient cash deposits 
to take care of the demand The other banks, founded to promote 
investment m industry (the “Prombank”), electrification, and 
public works, came to rely on grants from the Treasury as the 
chief source of funds 

With all of this conventional monetary and banking framework 
around diem, the framers of the Five Year Plan conceived of its 
monetary aspects in fairly conventional terms. A “market equilib" 
rium“ was to be sought between the goods produced and the 
amount of money in circulation, with prices gently felling Under 
expanded produebon, and with costs lowered because of increased 
meclianization, businesses would make handsome profits, and 
new construction would be financed by way of investment of these 

{ irofits as well as out of Treasury funds raised by taxation and 
cans 

It has been said by such an otherwise hosble critic as Brut^us, 
that the Five Year Plan ns it finally evolved after two years of 
work was the “result of the collahorahon of the best Russian 
minds” One of the diief planners, Strumilm, had moved fer 
enough from Marxist orthodoxy, according to Bnitzkus, to “dis- 
cover' the theory of “marginal utility ” 

To begin with, the planners had a country rich m resources— 
no one knew how rich bll the geologists, ei^lorers and prospec- 
tors began to come back from meir expedibons They had a fair 
number of large and centralized industnes and a good railway net- 
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work (thou^ in ghastly disrepair) built with foreign capital m 
the days of 8ie Czar, Tliey had an enormous population. And bh^ 
had a dictatorship, one of the most effective ever seen because 
fired by an infectious zeal, 

To "budd socialism in one country*' and “outstrip the capitalist 
countries** they must not merdy put labor to work on lesouioes 
but th^ must seek to increase their productive capacity This 
meant a special emphasis on machines, since in this moaem era 
it is machines which make abundance possible Machines became 
a fetish the flower plot in the center of llieatre Square in Mos- 
cow was laid out in the design of a tractor when I was there. But 
machines are made of sted, and steel is made from iron and coal 
Machines need power, and power comes from falling water and 
from burning fud. Gzarist Russia imported its madimes but Soviet 
Russia aimed to build its own Gzarist Russia liacl opened coal and 
iron mines and oil wdls, but these were inadequate for a great ex- 
pansion program, and they were operated by primitive hand meth- 
ods, which would never do when every workei^s labor must be 
made to count Soviet Russia must not only open new mines and 
wdls and factories but must increase the productivity of every 
worker. Productivity, however, is not merely a matter of new ma- 
chines but of new skill, and new tedimcal schools would have to 
be provided 

Here were half a dozen herculean tasks to be done at once. 
And on top of idicm all the Five Year Plan aimed to increase the 
production of consumer goods so that the standard of living could 
nse and be the reward or the great effort. But to raise the standard 
of living in just one item, say the production of cotton shirts, is 
an infinitdy complex and roundabout process. With inadequate 
understanding of the magnitude of the task, but a willingness to 
make mistakes, a readiness to be ruthless, and a vast enthusiasm, 
the Plan got under way. 

My first visit to the Soviet Union was m its third year. I found 
myself at once confronted with the hardships and the courage of 
the Soviet leaders Goming across Siberia my first stop was at 
Novosibirsk. Seeking someone who could speak a language I 
knew, I went sightseeing under the amateur guidance of n young 
newspaperwoman who spoke French She took me out to the site 
of a new fectory for znanufactuiing mining machinery. It was out 
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on the cold rainy prairie, and little -was visible bat vast muddy 
excavations where struggled hundreds of ragged men and straining 
horses. My girl companion was insufficiently clad and she shiv- 
ered as she told me what it was all about. 1 fdt as ignorant as a 
man from Mars 

An almost incandescent heat began to light her as she warmed 
to her subject— the new world she was helping to build Here will 
be the schools, and here the workers’ homes, and there the largest 
machine shop of its kind in the world She and these fellow- 
workers are poor They need clothes (as 1 can easily see) Cotton, 
and machines to weave the cotton, are necessary That means 
steel, and coal, the two basic taw materials of a standard of living. 
The Kuznetsk coal fields nearby are newly discovered Novosibimc 
will be a center for a great mining region Tins factory will help 
speed the production of coal Meanwhile cotton is being grown, a 
thousand miles to tlie south, in Turkestan To take advantage of 
the warm cotton-growing soil to the full, it should not be usra to 
eiow wheat Wheat will grow here, in the Siberian prairie. There* 
tore we must build a railroad, from here to there, to carry our 
wheat to feed the cotton growers of Turkestan, and bnng back 
cotton to clothe us Railroads, too, need sted and coal. 

The whole sdieme fitted together like a picture puzde I was 
able to handle many of the pieces and put them together mysdf 
I traveled down over the new ’Turk-Sib” railroad and in warm 
Tashkent saw a vast factory going up to build cultivators and 
other implements for the cotton fields, not accidentally but ao* 
cording to plan I began to study the figures of the Five Year 
Flan by which these factories and raHioads and fields were plotted 
against each other Increase the wheat acreage here, the cotton 
acreage there, open up a coal mine here, increase pioducbvity per 
worker so much with the latest mechanical devices used in Amei- 
ica, build a plant here, more there, a railroad to link these efforts. 

I never even thought of asking, ‘’Where’s the money coming 
from?” It seemed clear enough that the money question was 
merdy the bookkeeping end of an engineermg problem They 
had the coal and the soil and the hands Why worry about how 
little black marks were made on pieces of pap^ 

The Soviet planners were not wonying over those bttle black 
marks any more tlian 1 In a sense they were ri^t Yet the most 
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intelligent economists, who were tlirust aside after drafting the 
onginal plans, knew that there must be a dose correspondence be- 
tween the *Veal world” and the "mental world," and that the 
Financial Plan might be as important as the Production Plan A 
new series of colossal blunders was piling up, ready to bring dis- 
aster the year after my first visit The only way the Plan could be 
carried through without collapse was by reviving the terror and 
the dictatorship in full force, once more under the excuse of im- 
minent war 

Nonetheless, the first Five Year Plan marked the beginning of 
the building of a planned socialist economy There was no fur- 
ther turning back Historians a hundred years from now will be 
inclined to overlook the victims— suffenng is an old story— and 
view this period as one of the most truly heroic in all history Tlie 
Soviet planners were earned away by the very magnitude of their 
own conception Under the spell of their blueprints they visual- 
ized a country leaping ahead at one stroke from a backward agri- 
cultural economy with a low standard of living, to an advanced 
industrial economy with a high standard of living Tlieir accom- 
plishment fell far short of their expectations, their statistics failed 
the test of practical application, they made major miscalculations, 
yet they succeeded in doubling their industrial production by the 
end of the first Five Year Plan, and quadrupling it by the end of 
the second No other country at any other lime had ever done 
anything like that 

Tlie quantitative adiicvemcnt, particularly m the building of 
new plants, has been often described But the reasons for both 
failure and success arc only just beginning to be studied by the 
objective historian Four principal errors made at Ihe beginning 
of the first Five Year Finn are liginiiing to become apparent 

Failures 

First of all, tlie planners failed to work out a mechanism to 
assure an adequate supply of foodstuffs and other ngncultural prod- 
ucts from individualistic peasants, whose economic perspective 
was confined to a village market Wlien the NEP markets were 
abolished the Bolsheviks knew no other way than compulsion to 
get the peasants to produce food for the industrial population 
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The crude method they developed was collective farms and com- 
pulsory grain delivenes The peasants countered by planting only 
enough for their own use, and by eating up half their livestock, 
virtually tlieir only capital. The Bolsheviks' answer to this was to 
unleash a new leign of terror, directed ostensibly at "kulaks" or 
ncli peasants, and to let the people starve wherever the crops were 
short Tlie whole country was demoralized by the famine condi- 
tions which began in 1931, reached a peak m 1932 and continued 
even into 1933 At the end of the first Five Year Plan there were 
half as many horses, cattle and hogs as at the beginning, and only 
one-third as many sheep and goats, production of gram was 10 
per cent less than before the war and 3 per cent less than at the 
beginning of the Flan, and consumption of meat and fats had 
fallen to one-half and of milk to two-tliiids of wliat it had been at 
the beginning of the Plan The price of these mistakes of the first 
Five Year Flan had still not been paid by the end of the second, 
for herds take time to build up 

Secondly, the planners miscalculated the ability of unskilled 
workers to use machines, and to learn new industrial techniques, 
and they underestimated the problem of achieving efficient man- 
agement Costly new machines bought abroad were promptly 
spoiled by Soviet workers All the work took longer than planned, 
and required more workers Tlie cost of the vast production and 
construction programs was essentially a labor cost, since the state 
owned all tlie plants and bought raw materials and semi-finished 
goods from itsdf, but die labor cost was constantly far in excess of 
estimates Shock-brimdes and later Stakhanovites were called into 
action to make up For lagging productivity by speed-ups, but the 
artificial^ induced enthusiasm of a few could not make up for 
the m^ciency of the many Quality of product was constantly 
sacrificed to achieve quantity quotas The result of all these mis- 
calculations was that many new plants were not yet finished at tlie 
end of the Plan, producbon was lagging behind schedule m many 
fields, and tlie monetary aspects of the Plan had been thrown 
completely out of joint 

Tliirdly, the roiindahout nature of production had been under- 
estimated The means of production— raw materials, fuels, existing 
capital plant— liad to be used to produce more "means of produc- 
tion," \5iich in turn were used to produce more "means of produo 
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tion/' which again were used to produce more “means of produc- 
tion " Inevitably the production of consumer goods was slighted. 
In an effort to meet this difficulty, which loomed up m the first 
year of the Plan, the schedules for capital goods expansion were 
revised upward— m place of a threefold expansion of pig iron pro- 
duction a fivefold increase was now put down in the Flan— but 
to no avail actually production was not quite doubled by the last 
year of the Plan 

More important for our purposes were the monetary errors, Tlie 
original Plan had been sound enough, in its monetary aspects, 
thanks to the conservatism of many of its economic experts Tliey 
apparently realized tliat if a billion rubles were being paid out in 
wages in tlie construction of new plants, and another billion to 
workers manufiicturing consumer goods in existing plants (and if 
under the labor theory of value tlie consumer gooefs were valued 
at a billion mbles), no consumer goods would be available in the 
stores to matcli the first billion paid out to the workers build- 
ing the new plants Hiey planned, as noted above, to restore a 
balance by taxes, loans and profits 

But the Flan was no sooner under way than the enthusiasts, 
who had always clung to the notion that money was an unneces- 
sary evil in a socialist economy, threw caution to the winds Be- 
cause of lagging efficiency indushial operations everywhere re- 
quired more labor than estimated, and the increased payrolls were 
met by means of direct currency inflation. “Private" commercial 
credit was wisely abandoned in 1^30— that is, different enteqinscs 
ceased to extend credit for supplies to each other, and the grant- 
ing of short-term credit was concentrated in the Oosbank, whicli 
at least could keep track of it, but for the first two years the ease 
of creating credit by merely writing it in a book was deceptive. 
The managers of enterprises paid little attention to costs, th^ 
hired extra workers, thw let stocks accumulate till they spoiled 
before tliey could be sold, they had little incentive to efficiency, 
since the Goshank could always pay their hills, and hehmcl the 
Gosbank were the printing presses 

Meanwhile the expected profits did not materialize, because 
costs rose so much raster than prices And the taxes and loans 
were quite inadequate. Tlie new investment required more and 
more inflation. Tlie turnover tax, which was a sales tax levied on 
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wholesale prices and hence easiest to impose and collect, went 
up to 50 and even 80 per cent on some articles Workers were 
forced time after bme to give up a month's pay in the guise of a 
loan In spite of everything far more money kept coming to the 
shops than there were goods to buy * 

I saw queues in front of empty shops all over Russia These were 
not necessarily a sign of mere temporary shortages due to kgs in 
production schedules, as 1 was ^ibly told and as glibly believed, 
but of continuing shortages, shortages of goods in relation to the 
money seeking to buy at the given prices They were the surest 
sign of currency inflation Tlie Soviet leaders were slow in taking 
proper measures Tliey went back to rationing the meager supply 
m various complicated ways, at the prices they consider^ correct, 
and allocating a part of the products to "open" stores where puces 
soared to a point of balance between supply and demand This 
practice of luavmg more than one price for each article according 
to whether it was bought m a "closed" (which usually meant 
rationed) store or an "open” one, greatly complicated all book- 
keeping and accounting Its only conceivable advantage was that 

* Between 1928 and 1933, the years of the first Five Year Flan, currency 
in circulation increased from a bulion mbles to 8 At the same time the 
figures for retail trade turnover mdicate a rise only from a bilhon to /(o 4 
No figures on general pnee levels were published after 1930, and obviously 
with shifting and variable puces they would have been difficult to determine 
One competent mvesbgator estimate that average prices were five times as 
high in 1933 as in 1939 Since the currency m circulation rose httle more 
between 193a and 1935 (it was only 9 3 billion In 1933), it Is probable that 
wices were near tlie maximum in 1933, at the end of ttie first Five Year Flan 
Suppose we assume, however, that prices were only four times as high in 193a 
as in 1928, then the tiiieefold rise of retail trade turnover would still indicate 
a considerable drop in consumption 

The additional flow of mon^ that is represented by the difference in a 
fourfold currency inflation over agoinst a threefold increase in letiiil turnover, 
is partiy explainable by the mcrease in taxes, loans and savings, all virtusUy 
compulsory, which in 1932 totaled 5 7 billion rubles out of a total payroll of 
32 7 Tilers was still extra money In people's pockets, however Some of this 
was spent on railr^ travel, emenditiires on vmich mcreased six times m this 
perioo, tlm labor turnover implied m this great migration was one of the qie- 
cial h eadne h es of the planners But part of the inflation was probably counter 
bplpnftqd by a drop in vdoclty if you couldn't spend your money today you 
left it in your po^ta till tomorrow 
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it made possible special privileges for special workers, as political 
or economic incenbves 

Inflation, to be sure, bad no direct effect on production, since 
production was pushed to capacity in the hist place and paid for 
afterward But indirectly it must have had a serious effect, since 
the difEculty of planning in all its monetary aspects was increased 
both for the Gosplan experts and for each individual enterpriser 
it was a constant handicap to try to keep up with the Plan while 
puces gyrated 

There have been other excuses given for the difficulties of the 
first Five Year Plan The capitalist depression did make the ques- 
tion of paying for the planned impotte of machinery with exports 
of raw materials a serious one, but this difficulty was exaggerated 
to justify hardship Actually tonnage of grain exported in the first 
three years of the Plan never reached 8 per cent of the total pro- 
duction, which under other circumstances would not have greatly 
affected consumption Then the railroads proved inadequate to 
the burden imposed on them, creating an unforeseen difficulty. 
And m addition, as has been often emphasized, the growing dan- 
ger of war required a growing emphasis on armaments. But tlic 
invasion of Mancliuna did not begin till 1931 and Hitler did not 
come to power till 1933, so that the war scare in the first Five 
Year Plan was also chiefly an excuse for failuTCS arising from other 
causes In so far as war preparations did have an effect it was in 
further speeding up the heavy and extractive industries at the 
expense of the consumer goods industries 

The difficulties that piled up 111 1931 and 1932 were further 
compheateci by the rash decision to complete the Plan at the end 
of the latter year, which was only four and a quarter years since 
its inception in October, 1928. It was apparently hoped that by 
sheer will power and artificially induced enthusiasm the Plan could 
be earned througli m that last year But too much damage had 
been done by previous mistakes Tlie pace continued to slow 
down, and even though an additional year was permitted to go 
by (to finish plants tliat had been started and to consolidate gains) 
before the second Five Year Plan was announced, even by the end 
of 1933 the original goals in many fields were not yet achicvc<1 * 

* For A shihsfacAl summniy of the successes oiul fdOurcs of Soviet planning, 

hlKI^ flf />nr1 nf I’liio nniuio i i j mti. 1 i . r* 
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Successes 

By the time the second Five Year Plan was announced at the 
end of 1933 (it was considered to have begun at the beginning 
of that year) most of the mistakes of the first Plan were well on 
die way to rectification Progress during the next three years was 
at an astounding rate Tonnage of freight earned by the railroads 
IS one of the best single indices of economic activity In 1928 it 
was 1^6,000,000 tons, and in 1033 it was 268,000,000, an increase 
of 112^000,000 By 1936 it had leaped to 484,000,000, a further in- 
crease of 216,000,000 * The increase for those three years of the 
second Five Year Flan was twice as great as the increase of the 
preceding five years Production of iron, steel, coal, and other 
basic industrial products, except oil, was leaping ahead, and some 
of the consumer goods industries began to move 

Let us look at the way the particular errors mentioned above 
were ironed out 

In agriculture, the collectivization program so recklessly under- 
taken at the beginning of the first Flan was carried through, 
though at a slower pace, during the remainder of the first and 
whole of the second, until today at least 93 per cent of the peas- 
ants and 99 per cent of the sown area are collectivized But the 
emphasis shifted after the first costly mistakes The giant state 
farms mn with wage labor like factones turned out to be uneco- 
nomic and were not pushed after 1931, Tlie more complete type 
of collective, where all the land, equipment and livestock were 
owned in common, gave way to a form more nearly approaching 
that of a ptodueexe' co-opeiatwe The Ruaaian peasant today is 
permitted to own his own house and garden and a certain amount 
of livestock And eacli collective fann is in effect a private enter- 
prise, owned by the peasants as if they were stockliolders, tliey 
seek to divide as large a profit as possible among themselves 

More important still was the relaxation of compulsion in grain 
collections, and the r&<3stablishment of market conditions, both 
for the sale of produce and the purdiase of consumer goods A 

* Tliese figures arc (or toniu^ "despatched " "Ton kilometers*' earned fn 
creased at about the same rate, hut the figures, while more significant, happen 
to be less complete 
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certain compulsory quota has been retained at an arbitrary low 
price^ which covers the requirements of the army and other direct 
state funchons, but most agricultural produce is bought by the 
state trading organizations, apparently with a fair amount of bar- 
gaining over price, and peasant markets m the cities for individual 
consumers have been increasm^y permitted* 

It IS not strictly true that agriculture has been socialized The 
farms are owned by the farmers themselves, though in co operative 
groups, the proht motive has been mciensingly relied on; and the 
distnbution of the product has been moie and more on what ap 
proaches an open market Back of this increase in economic free* 
dom has been no relaxation of political controls, rather an increase 
in their efficiency. The machine-tractor stations were started in 
1930 as centers for both economic and political education and 
control, the collective farms liave been made increasingly depend^ 
ent on tlicm, until in 1935, 72 per cent of the sown area of the 
collective farms was serv^ from these four thousand centers. 

As for the second difficulty listed above as arising from rapid 
technological advance, that of training and organizing skilled 
workers and technicians, and estimating and accounting for costs 
of production, by the time the second Five Year Plan got under 
way this problem was pretty well mnslcrcd. T'hc most important 
step was the concentrating of responsibility 111 the manager of 
the individual enterprise, with complete discipline over his workers. 
Trade unions became the instruments of scientific management, 
the kind of "company union” which every personnel manager in 
American industry dreams of Piece wages and extreme wage dif- 
ferentials (some Soviet earnings arc said to be eighty times those 
of the lowest paid) were increasingly resorted to, as monetary 
incentives to more efficient work. Emphasis was put more and 
more on the earning of a book profit, as the only check on effi- 
ciency A part of any profit earned went to the expansion of tlie 
enterprise, and to the improvement of the social amenities of the 
workers (workers* clubs, creches, restaurants, etc ), as well as a 
small fraction to the management in the shape of a bonus, thus 
providing additional incenhves In all these features we see in- 
creasing resemblances to capitalist procedures. 

In regard to the third problem, the development of adequate 
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means of production as a foundation foi roundabout industrial 
devdopment, there was no tendency to minimize its importance 
in the drafting of the second Five Year Plan Even thou^ for 
purposes of propaganda it was announced that the emphasis in 
the second Plan would be shifted from capital goods to consumer 
goods, actually the second Plan proposed an even more rapid build- 
ing of new plants and expansion of the basic industries like coal 
and iron. Under the first Flan the production of coal and non 
liad doubled, under the second it doubled again, which meant a 
fourfold increase altogether At the same time there was more 
and more emphasis on machinery. Hie planners paid httle enough 
attention to machinery to produce finished consumers' goods diey 
concentrated on madimery that would increase the production 
of machinery which iii turn would increase the pioducbon of 
more madimery Between 1928 and 1936 they stepped up the pro- 
duction of madimery eleven times Electnc motors, Diesel en- 
gines, metal-cutting machine tools, mining machinery, railroad 
equipment, all these and hundreds of special technological devices 
were turned out in a steady stream in the second Five Year Plan, 
to lay a finn foundation for a modern industrial civilization The 
consumer goods industries began to get attention (3,600 looms 
were built m 1935 os compart to 300 in 193a), so that by the 
end of the second Plan the standard of living was at last defimtdy 
showing signs of rising.* 

* Tho feiluie of tlie standard of living to rise — in f^t the best evidence 
seems to show that it fell — during the &st two Five Year Plans, m contrast 
to tiio extraordinary rise in industrial production, presents something of a 
paradox Several partial ej^nations may be given ^rst, the oonsumptlon of 
food fell Collectivization ond mechanization involved a social upheaval which 
tended to reduce production at first rather Uian increase livestock is not 
yet back to what it was, hence meat and milk products have lagged, gram 
production lias remained &irly stationary, yield falling as sown area increased. 
On the other hand, canned ^ods show a tenfold increase, which boosts the 
jodufitrJal index but mny have a negligible effect on total food consumption 
Recently Uieie has been a considerable rise in beet sugar production 

Second, consumptaon of clothing dechned The increase m cotton grown 
domestically merely balanced the £op in imports, hence cotton textiles have 
no more than kept up with the growth in population, and are said to have 
dechned In quality, woolen goods have of course not been able to surmount 
the shortage of dieep, the increase in manufoctuied shoes has apparently not 
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As for the fourth problem mentioned^ it took the Soviet plan- 
ners SIX years to correct the monetary mistakes they made in two 
years of the first Plan In 1931 they began to insist on a rigid 
accounbng from the managers of plants^ and tlic Slate Bank began 
to keep a constant watchhil check on every disbursement, to see 
that it conformed to the Plan or was otherwise vitally necessary 
The uncontrolled aedit expansion was halted, and with it the 
currency stabilized, by the end of 1932 But the awkward two- 
ptice system remained for several years, In one set of stoics goods 
conhnued to be "correctl/' valued at the labor cost of production, 
in another prices soared to absorb the surplus money resulting 
fiom inflation. A rational pncing system was only achieved by 
degrees during 1935 and 1936, when the ‘'dosed stores" were 
gradually abolished, and single prices were set at five or ten times 
the 1928 level * Tins involved new difficulLics, for certain low- 
paid workers, who had previously depended on the artificially low 

yet been able to compensate for the liquidation of band made footwoie of 
better quality, and of course leather is scarce 

Housing, Uic third infl|or item in n standard of living, has notoriously hillcn 
behind the demand caiUM by die great iiiJliix into the cibes. 

On the otlier liand, in the last few years the production of luxiincs — silk 
goods, cosmetics, cameras, bicycles, sporting goods — ^lias increased considcmbly, 
but these arc still wthin the reach of only a few L E Hubbard, whose bom 
on the Soviet economy arc more infonnntivc tlmii any other writer's, considers 
that the standard of living of the higher income groups has risen nnd tlint of 
the majonty of workers and peasants has flillcii But he docs not tain: into 
account the enormous Increase m social and ciiltuml fncilitics of the last ten 
years, schools, dubs, holiday trips, and the like, which would partially ooun 
terbalance the drop in die essential goods 

In looking at the future, there are two possihihtics One, which I nm In 
elined to fovor, is that, luving mastered the techniques of planning, built 
tlimr basic indusbial plant, and gone "over the hump" with the basic agrlcul 
tuml raw materials under the new social dispensation, the standard of living 
can be expected to rise consistently from now on, at on increasingly rapid rate 
The otlier is tlie more pessimistic one, that having shll failed to mostei the 
techniques of planning (which of these two assumptions is correct will be 
further analyzed m the next diaptcr), a taciiic nmouiit of human labor will 
continue to be wasted in piling up an industrial ulant whidi merely foods on 
itsdf, end thus the produebon of consumer goods will continue where it Is, 

* Bread was tlie first nrtidc derationed, in January, 1935 Meat and other 
foodstuffs followed in October of that year, end manufactured articles in 
January, 1936 
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prices of rationed goods, then had to be given wage uses, and 
inventory values had to be marked up, both of which invoW 
further adjustment and further inflation 
But it appears tliat within the last two or three years most of 
the planners' monetary troubles came to an end The Financial 
Plan IS now the reflection of the Production Plan, and permits 
a really effective control by the banking system At the same time 
better pricing procedures have been developed, and the flow of 
money into investment, production, distribution, and through the 
central government’s "budgets,” has come under adequate control. 
The end result, as I have soug^it to measure it recently, with 
the completion of the second Five Year Plan, has indeed been an 
extraordinary achievement. While the rest of the world has been 
floundering in depression and the social ills that accompany de- 
pression, production in the Soviet Union has been leaping ahead. 

The L^gue of Nations publishes comparable statistics supplied 
it by vanous countries, and its key figure is the index of indus- 
trial producbon, for which it takes 1929 as 100 This was the first 
full year of the first Five Year Flan, and it was the last year of' 
the old capitalist prosperity By 1932, the end of the first Plan, 
the Soviet index was at 183./^ (it had been 79 5 in 1928 when the 
Flan was launched), the indices for other countries m 1932 were 
United States 33 8, Gennany 53 3, France 68 8, England 83 5 By 
^37 the Soviet Union had pushed industnal producbon to 424. 
The average for 1937 in the other important countries was United 
States 922, Germany 1172, France 828, England 1240 In other 
. words, while the rest or the world virtually stood sbll between 
1929 and 1937, the Soviet Union more than quadrupled its in- 
dustrial production 

While index numbers are never wholly reliable, actual physical 
quantities reported bear out that estimate Between 1928 and 1937 
the Soviet Union increased railroad freight tonnage 3^ times, pro- 
duction of electricity 7 bmes, coal 3^ times, pig iron 4 times, 
cement 3 times, and machines 11 bmes In the consumer goods 
industries, cotton textile producbon increased less than 20 per 
cent, but producbon of leather shoes multiplied 6 fames, soap 
production liad apparently about doubled and paper tripled. 

The following table summarizes the Soviet achievement 
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Chapter Six 


SAVING AND SPENDING UNDER STALIN 


N othing better indicates how Soviet economic practices 
have been ignored by the outside world and attention 
concentrated on political factors than the descriptions 
most commonly given of the planning process. The political as- 
pects of the planning mechanism have been described over and 
over again, while until recently there was virtually no knowledge 
of the financial procedures 

Thus every student knows that a Five Year Plan and its com- 
ponent yearly plans start at the top with a request for informa- 
tion from the Planning Commission Tlie inforniation is gathered 
at the bottom each worker and each workshop is mduced to esti- 
mate how much can be produced in the ensuing year. Wliere new 
plants and new machinery are about to be put into operation 
the estimates are engineering estimates, but everywhere dse esti- 
mates axe Irased on past operation Each plant and each industry 
(organized with varying degrees of complexity into national, re- 
gional and local Trusts, Combines and Centml Administrations) 
sends its eshmate for a new program of production back to the 
Planning Commission Tlie j^aiining Commission then fits the 
different estimates togethei, incorporates the amount of new con- 
stmction it believes possible, adapts the whole plan to the political 
objectives set by the Communist leaders (war preparations, social 
services, more consumer goods, etc ), and then sends it back down 
the ladder It is subject to revision and amendment at any point, 
even the individual quota for the individual work bench Then it 
once more goes back up to the top, to be whipped into shape in 
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the light of the suggested revisions, and is adopted The whole 
process may take eight or ten months 
On the other hand the Financial Flan, which mirrors the Pro- 
duction Flan, has been little puhhcized It answers the question, 
"Wlio's going to pay for it?” Yet, unlike the dominating impor- 
tance given this question in capitalist countnes, the financial 
problem is never a primary concern Though the Soviet econ- 
omists were wrong when they thought for a while they could get 
along without a Financial Plan, or at least without adhering to 
it, they were right in considering it secondary Financial consid- 
erations should have no limiting effect on a Production Flan. Ilie 
only limit is properly the capacity to produce, in the "real world" 
of human and natural resources Thus the Production Flan or "ma- 
terial” plan IS expressed in tons of coal, yards of doth, units of 
machinery. The Financial Plan, eiroressed m rubles, does not con- 
trol tlie other, it facilitates or hinders its execution 

The Role of the Hubie 

Tlie Financial Plan is in three parts, providing for longterm 
credit, short-term credit and cash 
Tlie long-term credit or investment capital has, since the first 
year or so, been largely m the form of a direct grant from the 
Treasury, not requinne repayment Tliese figures appear in the 
government's budget An additional amount of funds lor the con- 
struction of new plants and the expansion of old plants is derived 
from earnings, such as are set aside for amortization and deprecia- 
tion The whole question of financing investment will require 
more extended treatment later 

The second part is concerned with short-term credit, or, as it is 
usually known in a capitalist country, commercial credit The long- 
term investment goes into a plant and is not repayable any more 
than stock in a capitalist corporation is lepayable, but the short- 
term credit IS to tide enterpnses over the time between produebon 
and sale of the product, hence it can and must be repaid In the 
case of agriculture, for instance, the farmer harvests all his crop in 
a comparatively short period of time, but it is consumed through- 
out theyear He is paid out of credit when he sdls his crop The 
Grain Tmst sdls it to the Food Trust, and so on down the line 
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till an ultimate consumer buys bread, when the last debt can be 
repaid Even in an industry without such seasonal variation there 
IS a period, beginning with the purchase of raw materials, throueh 
the processes of production and distribution, to the ultimate sale; 
and if the bookkeeping or monetary aspect of the economic system 
IS to minor the physical aspect, there must be a creation of 
credit to cover this intervening period, and the Flan must provide 
for this short-term credit 

But all this credit, both long-term and short-term, ultimately 
ends up as cunenCT m a worker's or fanner's pay envrdope hence 
the ''cash plan " If the worker is a construction worker building a 
new textile mill, the paper rubles he gets as wages started m the 
books as long-term crrait for capital construction If he is a worker 
in a textile mill producing doth, his wages may have been ad- 
vanced out of short-term credit which will be repaid when the 
cloth is sold For ordinary operations the textile mill is supposed 
to liave a balance in the form of "working capital" or "turnover 
capital" to provide its minimum demands for wages and materials 
tm jfcs goods are sold, but everything it needs above Hint minimum 
IS a short-term credit advance from the bank All of this must be 
considered m the cash plan as well as the credit plan 

It should by now be apparent how important the banking sys- 
tem IS m Soviet planning It is up to the banks to see that tne 
Financial Flan m its three parts, long-term investment, shoit-tenn 
credit, and cash, is carried out Since the chaos of the first years 
the Soviet authorities have learned the technique of "ruble con- 
trol" throng the banks. If the manager of a plant is not keeping 
up widi the Flan it shows up at once in tlic bank's books At the 
same time the cash aspects of the Finn, which were so badly 
bunded in the first few years ns to result in a fivefold inflation of 
the currency, have now apparently been mastered. The Soviet 
monetary authorities should now be able to maintain a steady 
proportion between the flow of pitrdiasmg power in cash and the 
appearance of ^ods and services for sale So long as purchasing 
power and goo^ continue to rise at an equal rate mere will be no 
Wthei inflation. 

This of course assumes that prices have been properly fixed, and 
that the general puce levd is kept steady. Sound pricing policies 
are only dowly being learned by a process of trial and error. 
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Beginning in 1935 tiie Soviet planners “accepted marlcet puces 
as the natural price level " Th^ abandoned the idea of a “conect" 
price in terms of the Marxian labor concept of value, which had 
had such disastrous consequences, and could be made to worh 
only by having tvro sets of stores For each article a pnce was 
now determine on somewhere between the two old prices Then 
by trial and error it was adjusted until demand (the money off^d 
in the stores by consumers who wanted these goods) just equaled 
supply (tliat IS, just cleared the shelves). Errors would show up 
either in Queues, where the demand was greater than the supply, 
or in unsold goods. The first pnces chosen under the new pricing 
system turned out to be too high. Presumably the goods were not 
cleared off the shelves Foreign visitors who previously had been 
unfavorably impressed by queues were now favorably impressed 
because there appeared to be so much for sale in the shops But 
one mistake was as bad as the other The Soviet pricing authon> 
ties quite properly reduced pnces 

The balance between puroiasing power, goods, and prices, which 
is possible under the Soviet system, is in sharp contrast bo the pre- 
vailing practice in the capitalist system, where produchon is geared 
not to productive capacity and needs, but to whatever purchasing 
power happens to be— and purchasing power is an accidental un^ 
planned quantity dependent on an intacate combination of un- 
predictable events To be sure, Soviet practice has not been up to 
its possibilities, due no doubt to a failure fully to understand what 
was required, but at least the Soviet planners erred on the other 
side Inere was never a shortage or purchasing power; instead 
there has been more money than goods during most of the Five 
Year Flans The infiation during the first Five Year Plan never 
imposed a direct restriction on production, as deflation is capable 
of doing And in the last few years the total flow of purchasing 
power seems to have been fairly well adjusted to balance the total 
flow of goods produced 

This, then, seems to be one of the criteria of “production for 
use,” as against “production for the market** or "capitalism**, that 
money as purchasing power shall not hmit production, but shall 
be merely an efficient instrument for facilitating distnbuhon 

It may be fell that the Soviet Union is hardly a good exponent 
of the principle of “production for use,** since tiaeie has been 
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famine and universal shortage of most consumer goods But the 
Soviet Union, through the sovereign power of the state as rep- 
resented by Stalin, has determined what use is to be first sought 
It has determined to produce factories and raw materials and 
armaments rather tlian consumer goods In either case production 
IS planned "for use,” to meet the needs determined on, and the 
amount of money that happens to be m purchasers' pockets has 
no effect on the Plan, 

But if production is "for use” why is "profit" retained? Con- 
servatives who don't like to admit the achievements of "socialism” 
insist tliat the Soviet Union has gone back to production for 
profit, because of the wide differences in wages, winch lavishly 
reward die most useful workers, and because of the emphasis on 
lequinng managers of enterprises to show a book profit Yet here 
again the monetary aspect appears as an instrument rather than a 
directive The profit motive operates as an incentive, to induce 
managers and workers to do a )ob as efficiently as possible. Book 
profit operates also as a test, within the mechanism of accounting, 
to detennine whether a plant as a whole is economic Tims, if a 
mistake m planning is made, and coal is being mined in a Hdd 
where the seams are too thin to justify operation, the excess labor 
costs per ton will show up on the boolu as a deficit or absence 
of profit, and the mistake will be corrected But this is very dif- 
ferent from production for profit. Pioduction is planned m ad- 
vance^ without regard to 23miitability Tlicn tlic profit motive is 
brou^it into play afterward, as a spur to efficiency and as a check 
on inefficiency 

Under the capitalist system not only arc busmcsscs operated m 
order to earn a profit, and closed down when they cannot earn a 
profit, but new enterprises arc undertaken only Mien they arc ex- 
pected to be piofitable—exccjst, of eoiirsc, in the case of public 
enterprises like scliools and highways In the Soviet Union all in- 
vestment tends to be determined by the same kind of critcna as 
OUT public investment In so far as profitability is taken into ac- 
count— and I shall suggest in a moment that it should play an 
increasing part— it is once again as a test rather than a decisive 
control 

The Russian ruble is, in all respects, the humblest and most 
obedient currency in the world today. 
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Saving and Investment 

Tlie tyranny of the dollar and the other capitalist currencies is 
nowhere more evident than in their effect on investment The 
very terms "saving” and "investment” are so overlaid witli mone- 
tary connotations that it is hard for us to get at the reality under- 
neath. The Soviet planners have had a great advantage In this 
field their scorn of monetary considerations was their strength 

In looking forward to a moneyless "communism” they were 
looking back as well to a theoretical type of pnmitive "commu- 
nism” also lacking money Tliere was something starkly pnmibvei 
yet very sensible, about the way they set about building up their 
capital equipment 

Tlie Stone Age savage who took a day off from chasing rabbits, 
and went hungry while he chipped a flint to a sharp edge and 
constructed a weapon with whiw he could bll a wild goat, would 
not have understood the distinction between saving and investing 
Yet he was abstaining from current consumption even at the cost 
of some physical discomfort, in order to acquire capital with which 
to increase the effectiveness of his future labor 

Another savage, with a little more foresight and will power, 
might have saved some of his food for a day or two, so that on 
the day he made his ax he still could eat But on the other hand, 
he might have saved some of his food anyway— for a rainy day 
when tlie hunting was not so good He might then be able to 
distinguish between saving and invesbng the food he saved was 
not invested until he consumed it while mabng an ax, that is, in 
new capital construction But while he had the surplus food he 
would fed ridi, and he might equally wdl consider his hoard was 
an "investment^ —his "capital”— to permit him to take his ease on 
another day, he^ too, would do better to avoid the slippeiy words 
altogether 

Let us look at the pnmitive communist tribe. If its members 
needed more stone axes they could store up food, and then spend 
a month on fashioning weapons But they would be much more 
likdy to devdop a division of labor a number of men would be- 
come specialized as ax-makers, while the rest would secure more 
food in their daily hunting than they needed for themsdves and 
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would turn the surplus over to the ax makers. If we define axes 
as capital, and the process by which capital is secured as "saving 
and investing,” then there is a constant process of “saving and 
investing” going on in that tribe, but it would be hard to say just 
what was “saved" and what was "invested " 

In a modern industrial society, where division of labor is earned 
to extraordinary lengths, it is even more difficult to say exactly 
what work and what goods correspond to saving and investing 
Some workers are building factories and making machines, others 
are digging raw materials and fuels out of the ground, others are 
working on a single process in a long chain of processes between 
raw materials and the final sale of goods to consumers, others are 
growing food for tliemselves and all the rest 

It IS only when you hdk at the money end oi a capitalist system 
that saving and investing seem to take on clear meanings. You 
can either spend your money for your own consumption, or you 
can save it If you save it, you can either put iL aside and hoard 
it, say m a strong-box, or invest it— in which case, according to 
the older economists, you spend it on capital goods. But the newer 
economists aren't so sure about any of these tilings. 

It is no wonder that tJie terms saving and investing arc difficult 
to apply to the Soviet Union, where money has been reduced to 
its proper subservient role It is no wonder that there has been a 
vast amount of discussion as to whether the Soviet system is so- 
cialism or capitalism It uses capital, obviously, hence some foolish 
people say it is “state capitalism ” Again, opponents of socinlism 
We argued in the past that because there would be no wealthy 
persons to save their money, there could he no expansion of capi- 
tal goods thioii^i investment Yet under the Soviet system, capital 
equipment has been expanded with unique rapidity, and this is 
token for further evidence that it is "state capitalism ” Obviously 
there has been more saving and investing in the Soviet Union tlian 
in any other country Yet how is it to be measured? 

Soviet production statistics are divided between "means of pro- 
duction” and consumer goods, and attention is called to a rise m 
the percentage of "means of production” from 43 per cent of all 
industrial production in 192B to 59 per cent in 193 e, hut this is 
no adequate measure, for much of these “means of production” 
ended up not as capital equipment but as consumer goods. Coal 
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mining, for instance, is listed in Soviet figures as "production of 
means of production,” yet when it is burned in a cook stove it is 
being used dnectily for consumption purposes. Even sted, which 
IS everywhere considered a "capital goods industry,” goes info 
razor blades as well as railroad rails 

Yet if the answer is sought in monetary figures, new difficulties 
arise Figures for capital investment are necessarily given in rable 
values or the respective year, since they come out of the budget, 
but the only figures for the national income are in terms of a 
stable price levd— the price level of the year 1926 27, In 1929, 
when tlie inflation had not yet made comparison of the two figures 
impossible, the national income was given as 28.9 billion rubles 
and capital investment as 5^ billion or a little over ao per cent 
It IS probable diat as the Five Year Plans proceeded the rate of 
capitd investment approached 30 per cent of the national in- 
come.* 

It was this capital investment that tourists were shown in the 
Soviet Union, chiefly new foctories, mines, power plants and me- 
chines The macliines were perhaps the most important, for foo* 
tones, mines and power plants are merely places where machines 
are put to work In tlie early years of the first FVve Year Plan 
most of the machines were imported. But the Soviet planners 
were determined to be independent of imports in this most essen- 
tial of all fidds, and th^ spurred tlie machme-buildmg industry. 
By 1935 it was by far the most important of Soviet industnes in- 
cluding agricultural machines, automobiles and railroad equip- 
ment, it amounted to one-quarter of all industrial production 

Now, while certain Soviet workers were turning out tiactora 
and freight cars, boilers and dectnc generators, and machine tools 
of various kinds, other workers were turning out a meager supply 
of foodstuffs, clothing and other essential consumer goods to en- 
able both themselves and the other group of workers to hve. Look- 
ing at the Soviet economy as a whole during the first two Five 
Year Plans we may say that it was tabng about 30 per cent of its 
workers away from work that would have increased the amount 
of goods available for consumption at that time, and putting fiiem 
into work that would increase the production of goods for con- 

* The Webbs suggest It may have reached ^ per cent 
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sumption at some futuie time The savage who made a flint ax 
increased his productivity Tlie Soviet Union in making machines 
has increased the productivity of each of its workers enormously, 
hy w^ over 100 per cent in the last ten years With modern 
machinery the "'savings and investment” process can result in 
extraordinarily rapid progress 

The startling result of pyramiding savings can be illustrated m 
some such way as this Imagine a colony of people whose total 
production of goods and services is $100,000 a year. Then income 
IS likewise $100,000 a year They use primitive hand methods and 
few tools. Suppose th^ decide to increase their production and 
therefore their income by introducing modern machine methods. 
To buy the machines abroad they pull in their belts and save 
$50,000 the first yetir, they spend only 70 per cent of their effort 
and $70,000 of tlieii income on consumer goods The next year 
they are able to produce, say, $10,000 worth of additional goods, 
thanks to the new machines. Sut they keep down then consump- 
tion to $70,000, so they liave $40,000 to invest in more machineiy 
that year Each year, it they keep consumption down to the orig- 
inal level, they can save more Suppose after ten years they had 
stepped up their productivity to four times what it was, or to 
$4oo/K)o, which 15 quite possible on our assumptions: if they still 
kept their belts buckled in light and consumed no more than 
$70,000, they could save $330,000, or eleven times as much as 
they saved the first year! 

These figures are not as far-fetched as they sound Tlic Soviet 
Union increased industrial production four times in two Five 
Year Flans, partly by doubling their productivity, partly by dou- 
bling their labor force, through drafting women and peasants into 
industry. Their production of machinery, as we have seen, in- 
creased eleven times. However, they permitted some increase m 
consumer goods production, and the wastage and mcfiicicncy in 
the use of machinery kept the rate of "saving” from increasing 
with equal rapidity, yet the amount of capital construction m the 
last year of the second Five Year Plan was about direc times what 
it was when the first Five Year Plan started 

There seems no reason why the Soviet Union cannot continue 
to go ahead at a constantly accelerating rate Tlie more capital 
equipment it has, the more rapidly it can add to its capital equip- 
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ment The more machines it has, the more rapidly it can con* 
struct new machines Progress is cumulative, like compound in- 
terest In the first Five Year Plan industrial output was doubled, 
in the second it was doubled again, making a fourfold increase all 
told Wliy should it not double again in the third, and perhaps 
again in the fourth? The Soviet planners aimed at rapidly surpass- 
ing the industrial development of the capitahst countries Their 
speed was not q^uite as great as they hoped, but it seems likdy that 
they will surpass even the United States, if the trends of the Inst 
ten years hold, much sooner than any of their cntics thought con- 
ceivable. And the day is probably soon coming when they will 
choose to enjoy their wealth instead of saving it An “American 
standard of living'* is not at all a remote possibility m the Soviet 
Union * 

Tliere are several important things to be noted about this rapid 
progress For one thing, the tightening of belts was done hy the 
Soviet dictators rather than by the people themsdves the saving 
was compulsory, not voluntary. Presumably, therefore, it could 
have been accomplished m like fashion by any absolute dictator- 
ship, whetlier it called itself “Socialist” or “Communist” or what 
not. If the Soviet Union had been as truly a slave state as its most 
violent critics claimed, it could have forced the same proportion 
of workers to produce capital goods, and therefore have made 
equally rapid progress f At the same time it follows as another 
aspect of the same situation that if the Soviet Union had not 
been a dictatorship it could not have gone ahead as rapidly, for a 
people with demociahc rights would never have chosen such 
heroic abstinence. 

There is another limiting observation to he made The Soviet 
Union was industrially backward, and was able to take advantage 

* Since this chapter was wntten the first repoits of the thud Five Year 
Flan liave appeared. Like the second Plan it was announced a year late The 
Finn calls for an industrial output in 19.1a 88 per cent above 1937, which 
comes pretty close to another five year dounluig of output 

t However, a pure slave state would not have had the advantage of the en 
thusiasm which the Soviet Union aroused throu^ political pioparanda. “so- 
ciabst competition" between factones, the setting up of new pioducbon rec- 
ords to be attained in the Plan figures, as well as “shock bngades" and 
Stekhanovism Yet much doubt has been thrown on the efficacy of these 
stimulants. 
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of what the more advanced countries had developed in the way 
of madiines, If it had had to devise its own methods of mechani- 
zation and technological unprovement as it went along it could 
not have built up its industries so fast, even if its zate of saving 
had been the same And, starting from close to zero, its rate of 
increase was necessarily greater in percentage terms than it could 
have been in a more advanced country * 

Where Does the Money Come From? 

The financial aspects of the saving and investment process may 
now be considered The order of procedure, as wc have seen, was, 
first, the decision to build the new factories and machines, then 
the "material plan,” involving the enemocring problem of putting 
labor to work on matenals, and finafiy the Financial Plan, to fit 
the “material plan ” 

In essence me problem of financing capital goods constmetion 
was simply one of assunng that the added money laid out to pay 
the wages of the workers m capital construction did not over- 
balance the goods available for purchase Tlie mistake the j^lan- 
neis made at first was in paying out far more money in wages 
than there were goods to buy at the prevailing prices 

Several alternatives were open They could raise the prices of 
consumer goods, to absorb not only the cost of the labor that 
went into producing them, hut the labor cost of the capital con- 
struction OS well. If the whole industrial system had had only one 
bookkeeper this would have been simple, but since each enter- 
prise kept its own accounts, the additional money that came in 
from consumers must be collected from the sales enterprises os a 
"sales tax.” This came to he the method principally rdicd on, a 
"turnover tax” being levied on the wholesale price. 

Another alternative was to lower wages, which would liavc been 

* There ace those wlio argue that since the Industrial revolution was so long 
delayed in Russia it would have taken plnoo with omial rapidity under any 
reasonably stable government, capitalist or otherwise Uruhdeus cites the pro* 
war rate of expansion of coal and pig iron produchon to show that the rate 
achieved in the first Ibvc Year Finn coula have been achieved also under 
capitalism But all of this is speculation Tlie foots are that the fourfold In 
crease of industnal expansion under the two Five Year Finns has never been 
equaled m a capitalist country 
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unpopular, or to take part of them back m taxation If every 
worker had had 30 per cent of his wages taken away by an in- 
come tax the balance between purchasin^ower and consumer 
goods available could have been restored. Tins income tax could 
be disguised in vanous ways, and in effect the forced loans and 
the compulsory savings were a disguised income tax 

When 1 was m Moscow in 1931 an American friend of mine 
who was working m the telephone system descnbed to me how 
one of the great public '‘loans” was raised The Liberty Loan 
drives were amateurish by comparison In his shop the workers 
were called together, and told that a shop in another city had 
subscribed 100 per cent to the loan, which meant that every 
worker had agreed to subscribe to tbe extent of at least one 
month's wages, the Moscow shop was “challenged” to do os wdl 
(These "challenges," occasional^ genuine, went by the name of 
“socialist competition”) After speeches urging that tbe “chal- 
lenge” be taken up, a motion was put that every worker in the 
shop subscribe a month's wages Voting was by show of hands, 
and no worker dared vote “No ” Tlie shop committee then went 
around getbng signatures. At the end of the process, lo and be- 
hold, every worker in the shop had agreed to give up a month's 
wages Tins was at the height of the inflation while the bonds 
bore interest and were repayable in ten years, th^ were rapidly to 
lose most of their value by depreciation, so that me effect was tlie 
same as an income tax 

Saving were “encouraged" in the same way Where the thou- 
sand of new savings banks were not getting then quota of sav- 
ings, “socialist competition” would be resorted to, and workers 
coerced into making deposits. However, 111 a country of much 
petty diievery it was found to be increasingly a convenience to 
dposit surplus cash in these banks, in addition, certain payments, 
like that for rent, could be made out of these deposits; and these 
inducements, along with 8 per cent interest, probably iheant that 
coercion was less and less necessary. Savings bank deposits by in- 
dividuals were over 5 8 billion rubles m August, 1938 

Capitalism grew up through the accumulation or individual sav- 
ings But in the last generation corporate savings, the plowing 
back of profits into the business that produced them, has been 
increasingly important In the Soviet plans it had been intended 



MAN S ESTATE 


that enterprises would grow by plowing back their own profits, 
and tliat new enterprises would be financed out of additional 

E '’"! passing through tlie government’s hands or the investment 
Actuafly costs rose so much more rapidly than prices in the 
first Five Year Plan tliat little m the way of profits appeared 
After "control by the mble” was established, and more rigid ac- 
counting required, profits began to show up These profits found 
their way back into investment in various ways a part was paid 
into the Treasury as if it had been a tax, for the Treasury financed 
most of die new construction, a part was paid to the Prombank 
or one of the other investment hanks (also tor new construction), 
a part remained with the enterprise, or with the Trust of which 
it was a unit, the remainder was spent, as we have seen, in im- 
proving local living or working conditions (workers’ clubs, crdches, 
etc ), or in vocational tiaining, or turned over ns a bonus to the 
management In addition to the jirofit item on any enterprise’s 
books entries were made for dqircciation and amortization, and 
these funds were plowed back into capital maintenance, replace- 
ments and repairs 

Profits, of course, are obtained by marking up prices above costs, 
so that all these bookkeeping entries merely involved further 
methods of adjustment to bring purchasing power into balance 
with consumer goods. 

Tliree additional methods remain to he mentioned The first 
are payments by workers to social iiisumncc funds and to co- 
operatives, representing a further deduction from wages, thouph 
the investment made possible by these deductions was public in- 
vestment m social services directly benefiting the woikcrs Tlie 
second consisted of lotteries, which furnish an easier way of get- 
ting mon^ than taxation And finally there arc exports large 
amounts of consumer goods, chiefly giain, butter, and other food- 
stuff, were exported in the first Five Year Plan to buy foreign 
machinery. Here was enforced abstinence in a very real sense 
Soviet citizens gave up some of tlieir food so it could be exdianged 
abroad for capital goods 

We may summarize what wc have been saying by tabulating 
the monetety aspect of savings and investments in a typical year 
ns follows 

In 1934 capital investment was about 24,000,000,000 rubles. 
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Some 80 per cent of this was advanced by the government directly, 
out of funds m the Treasury, and the other 20 per cent came out 
of profits plowed back directly or by way of the investment ^nks 
How did tlie government get the money for its share, which we 
will call 19,200,000,000 ruwes? A look at the budget figures for 
1934 tells the story Tlie aggregate expenditures of the national 
and local governments amounted to 92,398,000,000 rubles Tins 
seems to luve been divided roughly in mis way 

Governmental expenses (administration, de- 
fense, education, etc ) 2o,i4i/xx),ooo 

Capital investment 19,200,000,000 

Payments to enterprises to cover operating 
deficits 13,057,000,000 


Total expenditures 52,398/500,000 

The government's revenue comes into the Treasury without being 
specifically allocated to its own expenses or to investment, but 
here is the way the revenue was raised 

Turnover tax 30,242,000,000 

Direct payments by enterprises into Treasury 
(including profits, reserves, taxes, loans) 14,352,000,000 

Payments by individuals 
Individual taxes 3,621,000,000 

Public loans 3,343,000,000 

Net deposits in savings banks 4i3,ooo/x5o 
Social insurance funds ^6,000,000 


Total payments by individuals 
Other receipts 


8.073.000. 000 

2.401.000. 000 


Total receipts 55,068,000,000 

Excess of receipts over expenditures 2,670/000,000 

It will be seen tliat the turnover tax itself was more than sufficient 
to pay for all the investments But it was not $0 allocated And it 
would be purely arbitrary to designate the exact source of the 
funds for investment From a broad point of view, if one assumes 
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that the whole country was huildmg itself up, all the expenditures 
from tilie budget may be thought of as investment But enougli 
has been said to indicate how funds were extracted from pur- 
chasers' pockets, so that a balance could be achieved between pur- 
chasing power and consumption goods * 

One sharp difference between the process of saving and invest- 
ment under capitalism and the same process m the planned econ- 
omy of the Soviet Union should by now be evident According 
to orthodox capitalist theory, savings are accumulalcd in money 
form (in a stoebng, or a savings bank, for instance), and when a 
sufficient pile has been accumulated it is invested, along with 
other simimr accumulatioiis, in building a new factory or in some 
other form of capital construction Theoretically no investment 
is possible unless the money has been previously saved (and even 
then, of course, it will not be made unless there is an expectation 
of profit) t 

In the Soviet economy, on the other hand, the mveslment is 
made hist, and the money savings arc accumulated afterward Wc 
have seen that the first stage is an cngincciing blucpiint of the 
new capital construction planned for the ensuing year, which is 
then translated into a Financial Plan, including long-term credit, 
short-term credit and cash The long-term credit is the invcstnicnt 
iroper. funds are advanced from the Treasury 01 the investment 
xinks ns needed, without expectation of rcpayniciit, and these 
lookkeeping advances are balanced liy current receipts from taxes, 
oans, etc. 

Both the long-tcnn and the sliort-tcim advances are the result 
of a direct cieation of credit Hicy spring into being when some 
body wntes figures in a book with pen and ink In llic early years 
of the Flans little effort was made to write figures on tlie other side 
of the ledger This meant that the printing presses were kept busy 
furnishing the cash whose payment was authorized by writing 

* Tlie nmounl; that had to be extracted was iiiiiicocssnnly incicasod by tlic 
more than 13 billion rubles advanced to enterprises to cover tlicir deflcits, 
most of which simply meant heavier labor costs than pliiiincd fur See above, 
page 106 

t In practice, payment of interest and repayment of principal oil past loans 
as well ns other income from past Investment is constantly going into new 
investment in the present, so that there need be no waiting penod See bdow, 
pages 346 347 
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down the credits Later the various means of collecting cash out- 
lined above permitted the figures for long-term credits to be bal- 
anced with cosh receipts. And a stnct accounhng control over 
short-term credits assured their repayment when the enterprises 
to which th^ were advanced collected the price of their products 

Direct creahon of credit by boolckeeping entry is a familiar 
device in capitalist banking practice Some of our investment has 
even been financed in this way, and our short-term commercial 
credit may he considered largely of this nature Vanous arbitrary 
rules have been developed in capitalist banking to make certain 
that the purchasing power resulting from these credits shall not 
exceed the total amount of goods for sale, at which point an in- 
fiahona^ puce rise would become likely Investment must be 
balanced by savings Commercial credit must be balanced by being 
repaid 

The course of Soviet finance has followed familiar capitalist 
practice more and more closely The only difference, and in a 
sense it is a crucial one^ is that in the Soviet Union investment 
comes first, the credit being directly created without any mumbo- 
jumbo, as the Plans provide on the basis of supposed social need, 
and the saving is then compulsorily achieved aherward In a capi- 
talist system the amount of investment is, at least m theory, de- 
termined by the amount of previous voluntary saving, and it only 
takes place when an enterpnser sees a chance to make a profit by 
using the savings. 

It scaredy needs to be pointed out again that the old criticism 
of socialism, that it could not save and accumulate capital, has 
been blasted by the expenence of the Soviet Union, which has 
saved and accumulated capital at an unprecedented rate 

What Is Left of the Market? 

A capitalist system in orthodox theory is supposed to accumu- 
late capital at a steady and rapid rate through voluntary saving 
The balance between saving and investment is supposed to be 
maintained by means of the automatic market mechanism A 
market is a place where prices are fixed. In the case of money lent 
for capital purposes, die price is the interest rate If savings in- 
crease ^ter than the demand for funds for profitable investment, 
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then the interest rate will fall off, for supply will have outrun 
demand Witli this lower interest rate investment will be en- 
couraged, and a new balance will be achieved If there is a shortage 
of funds for investment the interest rate will rise. The interest 
rate also serves to allocate capital funds efBciently as between in- 
dustries This mechanism no longer works, for various reasons, 
but it IS a good example of the market mccliamsni and it leads 
into a consideration of the function of the market mechanism in 
the Soviet economy 

Tlie market plays almost no part in the Soviet Union in de- 
termining investment Tlie amount of saving is necessarily equal 
to the amount of investment, since it is made after investment 
111 order to balance the outlay of money incurred. The amount 
of investment is detamined as a proportion of the total economic 
activity, a certain portion of labor and resources is arbitrarily 
allocated to building up the capital cquijinient of the country, 
and that portion represents the saving and investment Ibc alloca- 
tion of labor and resources as between particular ciitcipriscs 1$ 
likewise largely arbitrary Thus a tremendous amount of industrial 
development has been concentrated in the comparatively remote 
regions of the Urals and western Siberia, because of their military 
invulnerability, and with little regard to economic considerations. 

However, the restoration of strict accounting methods and the 
emphasis on book proht, along with a price system that more 
accurately measures costs and reintroduces the criterion of profit- 
ability, has brought back an important part of the market mech- 
anism even as regards investment. If a new plant cannot earn 
a profit it may now be adjudged to have been a bad investment 
(disregarding military or other extraneous considerations) Pre- 
sumably, in planning future investment and capital construction, 
the Soviet planners will take profitability mlo account as a test of 
efiiciency They will estimate more and more accurately in advance 
whether or not a plant can meet this test Likewise 111 the alloca- 
tion of resources to investment their decisions will approxunate 
those reached automatically by a market mechanism. 

Take, for instance, the Dnicprostroy dam, the pride of Soviet 
constmehon Only a part of its power is yet developed, and critics 
have pointed out that the same expenditure of labor and nia- 
tenals might have been made to much better advantage m other 
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construction, say, for instance, in steam power plants nearer exist- 
ing sources of raw materials At the time the dam was built there 
was no accurate way of measuring whether or not its construction 
was economic or wasteful With present methods, on the other 
hand, it might be possible to measure the relation of costs and 
earning capacity— that is, profitability— m advance 
The Soviet apologist will say that is unnecessary Tlie great 
dam stands, and some day its power will be fully employed But 
this introduces tlie question of time If the dam had been built 
by private initiative and financed by bonds it would have made a 
lot of difference if full operation and use of the power produced 
were to begin in five years’ time or in twenty years to pay interest 
on the bonds for twenty years with inadequate earnings would 
bankmpt the concern, 01 rather the dam would not have been 
built m such case Interest is a measure of the desirability of pres- 
ent wealth as against future wealth. It is a further chech against 
uneconomic expenditures under a market mechanism It does not 
operate in tlie Soviet Union, for long-term investment credit pays 
no interest The Soviet planners have only their own judgment 
to rely on in determining the rdative value of present wealth over 
against future wealth In a rou^ sort of way they will, of course, 
not make investments from which the return is too remote But 
this 15 part of the whole problem of investment, and a more accu- 
rate criterion would be far less wasteful 
To a considerable extent this problem confronts a capitalist 
economy, too Dam building in the United States is largSy left 
to public enterprise today the calculation of profitability or ability 
to earn interest 15 not necessanly decisive, for example, in the case 
of the TVA Tlie Panama Canal was finally built witliout regard 
to the market medianism Schools and highways and other public 
improvements are undertaken by social planners, with quite other 
considerations than those that govern pnvate investment The 
Soviet Union has merely applied the same tests of social desira- 
bility to all industrial constmchon Tlie mechanism of the market, 
as it affects the accountant’s hooks, is merely one of the tests of 
social desirability It can disregard that test whenever it wishes 
In one other respect the market mechanism may come to affect 
the process of saving and investment in tlie Soviet Union In so 
far as the floating of bond issues and the accumulation of savings 



man's estate 


134 

bank deposits become less coercive, the interest rate o{£ered may 
become a partial measure of whetlier or not the Soviet citizen 
wants to save, Conceiva^ the Soviet Union might abandon com- 
pulsory saving entirely llien the amount of saving would be de 
tenmned not arbitrarily but automatically, as under a completdy 
free capitalist system Obviously saving would be inadequate if 
this method were adopted today But when the equipment had 
been built up to something like the abundance level, a lower rate 
of saving would be safe, and the higher level of income would 
induce more saving The question whether this eventuality would 
be desirable is no longer within the scope of economics For it 
involves the question whether the ability to accumulate savings so 
that one can later live on them without working is in accord with 
the socialist goal Presumably it is not—cven though there were 
no private ownership of the means of production, hut only owner- 
ship of government bonds, and even though the appearance of a 
privileged class were avoided by progressive income taxes and con- 
nscatory inheritance taxes, 

Wliethcr or not the market mecliamsm reappears in whole or 
in part as regards savings and investment, there seems little ques 
tion tliat it has come to stay as regards the distribution of con- 
sumption goods and of labor, Rationing has never been thought 
of as other than temporary m the Soviet Union Freedom for the 
consumei to express his individual choice m making his purchases 
has been widespread since "derationing" m 1935 and 1936 All 
stores are "opem' stores, and prices reflect market conditions, that 
is, th^ are fixed at a point where supply and demand balance 
'Hie choice of articles is still very limited, to be sure There is 
little variety in the stores and quality is poor But ns between the 
goods offeikl there 15 freedom of dioicc 

An example will show how tins mechanism may tend to work. 
If a particular make of shoe is uncomfortable and unpopular, the 
shoe trust will have to cut its price drastically to clear it off the 
shelves Tlie loss will show up on its books, and it will cease manu- 
facture of so "unprofitable” a brand On the other hand, a new 
sports modd mi^t be very popular. The shoe trust would be 
unable to keep the shdves in the shoe stores stocked. It would 
raise the price till a balance was ndiicvod. At the high price its 
profits on that model would be considerable, indicating tliat manu* 
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facture should be expanded m the ensuing yeai^s plan In this 
way consumers may more and more come to dominate the plan 
The planners will merely watch the indicators on their books, as 
an airplane pilot watches the indicators on his instrument board 
m making a blind landing 

The mechanism of the market operates in similar fashion in 
distributing workers to jobs Forced labor has been a polihcal 
expedient rather tlian an economic device, except perhaps in the 
case of especially disagreeable jobs like lumbenng in Siberia or 
coal mining For the most part the principle of freedom of occu- 
pational choice has been adhered to Tlie great extension of piece 
wages, and the wide range of wages between the lowest paid and 
the highest paid, are an application of the market pnnciple 

Tlie demand for higlily sblled workers and for trained engineers 
and experienced managers is still so much greater than the supply 
in the Soviet Union that the market mechanism operates in a 
^iion tending to defeat the equahtanan ideals of socialism Some 
critics have denounced these differentials as a proof that capital- 
ism WES returning But there seems every reason to believe that 
with the vast widening of educabonal (^portunity the scarcity of > 
trained workers will decrease Ultimate^ the market mechanism 
as applied to labor would tend, as has been frequently pointed 
out, to a complete equalitarianism, not an exact leveling of wages 
but an equalization according to the agreeableness or disagreeRm& 
ness of the job 

Enough has been said in the historical chapter preceding this 
to indicate the wide degree to wliidi the Soviet Union has turned 
back to the market medianism Tlie market mechanism is one in 
which pnee is the balance whed of supply and demand Strict 
cost accounting enables individual enterprises, under socialism os 
under capitalism, to choose the most economical and efEcient 
combination of matenals and labor, for any combination tliat is 
less economic than the average will shortly show up as a loss, and 
greater efficiency will show up as a profit To what degree the 
pnees of raw materials in the Soviet Union are determined in this 
way is not clear, but it seems reasonable to assume that the trend 
has been the same as m the case of consumer goods and labor 

Latei in this book 1 am going to discuss the way marginal utility 
theories have recently been a^pted to a theoretical planned so 
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ciety But it is worth emphasizing at this point what the histoiy 
of the Soviet Union has proved as to the basic problem we are 
investigating in this book Twice they abandoned Ihe market 
mechanism in the belief that Marxism and socialist economics 
supersetled it, and twice thw had to TCtiiiii to it The first time 
was in the NEP, the second after the early blunders of the Five 
Year Plans Tlie nearer they got to the free market of capitalist 
theory the more successful their planning became As L E Hub 
bard puts it 

^'Where the Soviet economists tried to disregard the funda- 
mental laws of an oiganization based upon capitalist produc- 
tion and exchange, they but tended to demonstrate that these 
laws apply with equal force to a socialist economy By 
the beginning of the second Five Year Plan the administrative 
organization and labor discipline in Soviet enterprises dilFcrcd 
little from private entcipnse in capitalist states ” 

Does the Soviet Union, then, represent merely a new fonn of 
capitalism? We are finally brought back lo our original problein 
^^at does the Soviet Union prove ns to the mam issue of this 
book, the nature of "socialism" and its relation to freedom? 

Is Capitalism Returning? 

As I have frequently emphasized, capitalism is too vague a term 
to be useful Obviously tnc Soviet economy is not the same as 
tlie economy of the so called capitalist world, it has had a most 
phenomenal growth while the outside world has been niircd in 
d^ession. Wliat then is the difference? 

^e difierence is that in such a country as the United States 
the market medianism is master, and in the Soviet Union it is 
servant In this country no entemnse is undertaken, except in the 
special field of public works, unless under the market mechanism 
it promises to earn a profit In the Soviet Union profitability is 
only one of the tests of whether oi not an cnler(3Tisc is to be 
undertaken all economic enterprises are "public works" Here 
there is no production unless the purcliasing power which happens 
to be available on the market is adequate to buy it In the Soviet 
Union engineering blueprints determine production, and purchas- 
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mg power is mamtained at a levd adec^uate to puicliase all that 
can be produced the market is merely a dieck and balance wheel 
Here purchasing power is subject to tenific cyclical swings, and 
periOQic depressions under the tyrannous whims of the market 
extend to the farthest corners of the economy In the Soviet Union 
money and credit flow in as a lubricant of the process of prD< 
duction and distnbution, and nothing worse than momentary and 
localized disequilibna have occurred to impair the continuous 
operation of the plant at capacity, with full employment, 

Planning consists in using the market mechanism along with 
the engineer's blueprints Unplanned capitalism means that the 
bluqpnnts gather dust when the market says "No." 

In conclusion, what can be said about freedom? It is frequently 
argued that planning destroys freedom It is said tliat freedom of 
enterprise in a free market has developed under democracy, and is 
the condition of all other freedom 
It IS true that a market where the consumer can spend his 
mon^ m his own way, rather than having goods rations out to 
him by a master, is a condition of freedom It is true that a 
market for labor where a worker can choose his own oocupabon 
rather than being conscripted for labor service is a condition of 
freedom It must be said, however, that the breakdown of the 
market mechanism where it has been allowed to run uncontrolled 
has almost nulhfled these freedoms— for those without lobs and 
without purcliasing power. In the Soviet Union these ireedoms 
seem to nave been coming into their own 
As for the freedom to determine how much shall be saved and 
invested, that is meaningless in a soaety of nch and poor, and it 
is one of the chief causes of the breakdown of the system of "free 
enteipnse " In the Soviet Union it is conceivable that compulsory 
saving will some day become unnecessary. And m a democracy 
which sought to plan, the rate of social saving could be determined 
without the arbitrary fiat of present Soviet planning Dictatoiship 
has at least had this justification in the Soviet Union, that without 
it productive capacity would have risen much more slowly 
In no other economic respect has the Soviet dictatorship been 
a necessary feature of the Five Year Plans 'Wlierever Soviet econ- 
omists have learned to plan efficiently they have found the greater 
freedom of the market mechanism desirable Efficient manage- 
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ment has required discipline and concentration of authority rather 
than direct worker control, but the authority could have been 
responsible to democratic government as wdl as autocratic gov- 
ernment 

The political absolutism of the Stalin regime is loathsome to 
me and to most Americans It is a heritage from the Czars, from 
war and revolution, from Marxian and Leninist doctrine The Bol- 
sheviks have been able to go so far on the road to a socialist econ- 
omy where the democratic socialist movements failed even to get 
started, because they had the mtiilessness to push aliead on a hor- 
ribly costly expenment No democracy would have been willing 
to pay that price Yet if the democratic socialist movements had 
been able to discover in advance as much about economic plan- 
ning as the Bolsheviks have learned at the price of incalculable 
suffering, they too might have succeeded 

In tlie last two years the demoralization that tends to grow on 
any absolute dictatorship has begun to threaten the posibve 
achievements of the Soviet Union Tlie "blood purges” that have 
horrified tlie outside world since 1936 were ostensibly to get rid 
of wreckers and saboteurs But the three years, 1935 and 
1936, when the sabotage was supposed to have been at its heiglit, 
were the most successful years in Soviet planning And the two 
years since the shooting began have been years of stagnation How- 
ever much one believes or docs not believe of the confessions of 
the accused, the statistics of industrial progress indicate that prog- 
ress was halted after the “wreckers” were liquidated.* 

* These official figures, the latest available, arc revealing 
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Manageis and administrative heads of Soviet enterprises have 
been fearful of taking any imtiative in these days of sudden arrests 
The inert weight of bureaucracy, which can deaden the activities 
of any organization, large or small, is at its worst when official fear 
and mvor become dominant forces, and the automatic incenbves 
of a free market medianism give way to the conosive influence of 
boot-lickmg, patronage and vengefulness 

The hope of the Soviet future is that the new power politics 
has nothing immediatdy to gam by curtailing present progress 
Yet when secunty and plenty are achieved they will prove poor 
soil for the rank weeds that have lately been growing in the 
Kremlin The poison is still far from destroying the religious zeal 
that has been devdoped, thanks to an heroic revolutionary history, 
in millions of people, particularly the younger generation Even 
Stalin, once his increasin^y despotic regime has come to an end, 
will be remembered, like Peter the Great, for his building rather 
than his despotism. However one may abhor present-day Soviet 
politics, there is ground for having the highest hopes for a free 
and happy Russia 

But may we never have to take the same road in Amencal 
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UT fascism is socialism Fascism is communism " 

1^ Tins was Mussolini talking He always liked to talk to 
foreigners, expounding Ins theories, pinnping them witii 
questions. It was startling, even overwhelming, after the long thcat- 
Tical march up marble staircases, through iiiiiuincrable antecham- 
bers, and across the iidioilous expanse of mosaic m the ballroom 
that served as his 'private" office in the Falnzzo Venezia, to have 
these flattering confidences and discussions Perhaps it was because 
the “sawdust Caesar*' could never unbend among his fellow-Italians, 
that he enjoyed talking to foreigners, and that I got the cliancc, 
fresh from the Soviet Union, lo ask with considerable trepidation 
what was the rdation of fascism to socialism and communism 
1 had been told at the American Embassy lliat 11 Duce would 
be interested in Russia, so 1 told him at once that I had only just 
come from there lie spent half an hour asking questions, obviously 
curious, almost giving llic impression of ignorance. Wliciil tactfully 
condemned the “fanaticism'' of the Gommunists, I was immedi- 
ately taken to task 

“Fanaticism is needed to accomplish anything It is faith that 
moves mountains After a job is finished, then one can afford to 
be liberal, then one can aimrd to look at both sides." A sudden 
shift. “What do they think of me in Russia?” No doubt I looked 
embarrassed, for he went on “I know They think me the tool 
of the capitalists, isn't that it? But if a capitalist doesn't please me, 
he has to go, like anybody else ” 

Mussolini, the old Socialist, who even continued to call his 
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newspaper “Socialist" for several years after the party expdled 
him, still seems to have a guilty f^mg about the cause he be- 
trayed At one other significant point too, in an interview that was 
otherwise bland enough, I cau^t a trace of defensiveness when 
he shouted at me with saucer-nke ^es “Italy will never permit 
her rights to be trampled onl” He seems still bothered by the feel- 
ingthat Italy is a second-class nation 

two points on which Mussolini is sensitive are his national- 
ism and his socialism His chief imitator calls hinisdf a National 
Socialist I have not heard anyone rcporbng Hitler as declaring 
that National Socialism is “communism,” though Ins whole propa- 
ganda machine keeps emphasizing that it is “socialism ” 

There is no doubt that the leaders of fascism everywhere claim 
to be replacing capitalism with a new economic system. But for 
some time the outside world was mchned to treat these claims as 
mere demagogy Mussolini had been in power over ten years be- 
fore his much vaunted “coipoiative state” began to tal^ shape 
But when Hitler took power in 1933 his pace was $0 much more 
rapid than Mussolini's that some observers, who had been in- 
dined to be tolerant of Mussolini's 'Reforms," saw Nazism as the 
next thing to “bolshevism ” 

Hitler's meOiods made it virtually impossible for any observer 
to be objective Tlie labor movements abroad, and the Marxist 
groups which counted on labor to lead the march to socialism, 
saw their brothers m Germany slaughtered and jailed and the 
labor and socialist movements annihilated, and they jumped eas- 
ily to the conclusion that fascism was merely “capitalism plus 
murder ” Liberals and humanitanans found another all-embracing 
concept in such words as “brutal dictatorship,” for Hitler's assault 
on parliamentary democracy, civil liberties, and the Jewish race 
could not be explained in economic terms, but only as a “rever- 
sion to barbarism ” 

In this book I am not prepared to say whether or not this latter 
judgment is correct. We still do not know enough about the na- 
ture of human culture to account accurately for the great historical 
cycles, or to say with any assurance how a civilization is capable of 
“reverting to barbarism ” I am concerned more with an analysis 
of fascist economics, for the light it throws on my main problem 
of economic organization and freedom. So far as possible 1 want 
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to 1)6 objective It is particularly difficult since the redoubled Jew- 
ish pogroms of the ffil of 1938 But a scientist should be able to 
stu^ even a loathsome disease without turning away in disgust 
And fascism has become the ardent faith of so many millions of 
otherwise normal human beings that even to call it a loathsome 
disease may be unjustified 

Wlien I first went to fascist Italy I got the distinct impression 
that here was a somewhat shoddy imitation of the Soviet system 
I had just left Its spirit was less vital, its building was picayune 
in comparison, its party, its secret police, its bayonets, all reminded 
me faintly of musty stage properties— yet it was nevertheless ex- 
traordinarily similar to die Soviet Union I have since seen Nazi 
Germany at first hand, and received a further impression that the 
fascist phenomenon was of the same type as the Soviet phenome- 
non, though Germany's supenor efficiency and technological ad- 
vancement dispelled tlic impression of shoddiness. 

By now it has been large^ accepted, by most liberals and even 
by many of the Marxists, that the fascist economy is more collec- 
tivist than capitalist, and the disillusionment among many liberals 
as regards the Soviet Union since the Moscow trials has permitted 
many lo accept the parallels between the two political systems 
Moreover, there has come to be an increasing recognition of the 
fact that fascism has a mass base in the middle classes, and tliat 
so fat as it represents a social movement, and not merely a seizure 
of power by a few individuals, it represents the "revolt of the mid- 
dle classes" against the intolerable economic and social conditions 
of the post-war world, rather than a capitalist maneuver in the 
stri^le between the capitalist doss and tlie proletariat * 

The purposes of tins inquiry, however, are neither political nor 
social but economic. I have gone back to the study 01 fascism, as 
1 went back to the study of the Soviet Union, to sec wlint I could 
learn about the nature of the economic problem and its soluhon 

*In my lusiiigciit America I analyzed fascism as a form of middle class 
"revolt/' and suggested that Its collectivist features developed natiinilly from 
certain middle-class interests The economic analysis of the present book may 
repeat some of the conclusions of the earlier one Dut 111 the intervening years 
it has become obvious that the earlier estimate of fiiscism as a "static*^ ccon 
omy, "freezing" the stahis ouo, was not justified fascism for better or worse 
IS today the most "dynamic" force in the world Neither politician nor politi 
cal sclmtist can keep up with its swift internal and external moves 
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If it be thought that this analysis is too objective^ let me meiely 
say that there can be no adequate defense a^inst all that we feai 
from the successes of fascism unless we can make democracy pro 
duce better results m the economic sphere than fascism, and that 
a first necessity is to understand how the fascist economy works 

Sources of Fascist Flanning 

Fascism did not spnng full blown into existence on those days 
in October, 1922, and January, 1933, when Mussolini and Hitler 
respectivdy took power Its sources, in many cases, can be traced 
far hack in history Even some of the impulse toward economic 
planning originated in pre-fascist eras, though in large part it de- 
veloped spontaneously in the process of fascist evolution in pur- 
suit of other than economic ends 
In this latter respect there is a sharp divergence between fascism 
and Russian communism The Russian revolutionists were im- 
pregnated by the socialist doctrines of Marx from the very begin- 
ning, and while tliey took twenty years to learn the techniques of 
planning, the idea of planning was planted decades before Fas- 
cism, on the otlier hand, made such a profession of preventing 
Marxian socialism that both its communist enemies and its Big 
Business campaign contributors leaped to the conclusion that it 
was the savior of capitalism and hence opposed to planning Cer- 
tainly ^e development of fascist planning has been far more from 
unconscious pragmatic needs than from any theory 
Yet fascist planning “is no accident,” as the Maraists would say 
Partly it arose from pre-war factors, partly as a product of depres- 
sion, partly out of the political and social nature of foscism We 
shall mention these briefly in turn 
Among die pre-war factors is of course the evolubon of capital- 
ism itself, from small business with emphasis on laissez faire, to 
trusts, earths and other combinations which did a good deal of 
planning on their own hook, and established increasingly close 
contacts with government, till they became largdy dependent 
on it 

Mussolini sketched this evolution himself m two remarkable 
species on November 14, 1933, and January 13, 1934, when the 
depression (which he called a “cnsis of the system’’ rather than 



1^4 MAN*S ESTATE 

‘'ill” it) was foicing a fuller implementation of Ihe coiporative 
structure According to him the “dynamic” period of the indi- 
vidual capitalist, when a true freedom of enterprise flourished, be- 
gan to give way about 1870 to a “static” period first the joint 
stock company (the “corporation” in the American sense, as op- 
pos^ to the "corporation" in the Italian sense of "guild”) and 
then the trust and cartel began to undermine competition Enter- 
pnse became dependent on the state for protection and on the 
hanks for finance This culminated in what Mussohm called the 
era of "decadence” after the war, when the "super capitalism” of 
vast combinations requited state intervention at every step 

Tlie development of state and banker supported cartels went 
farther in Germany even than in Italy Unlike the United States, 
where the "folklore” of laissez fairc was so deeply ingrained that 
constant attempts were made to "exorcise” combinations through 
"anti-trust*’ laws, Germany encouraged tlicsc combmations * 

In any trade association, trust or cartel the familiar evidences of 
economic planning, price and production controls, appear, even 
though unrelated to the rest of the economy (and thetraor^ be it 
noted, increasingly compiling government intervention) . On die 
other hand it is impossible to have an integrated plannecf economy 
without some such machinery to co-ordinate individual enterprises 
it IS significant that the Soviet planners used all the old terminol- 
ogy of capitalist combinations— "trusts,” "combines," "syndicates” 
—in organizing their industries 

Fascism in both Italy and Germany found ready to hand a con- 
siderable number of these combinations Many of them were de- 
pendent On government aid It was natural that the industnalists 
who dominated them should hope for much from the strong and 
stable state that fascism promised, and should try with more or 
less success to turn fascism to the service of their own special in- 
terests and need for subsidies It was natural on the other hand 
that the fescist governments should look oii these cartels (usually 

Only once has Amcticn abandoned its tradilionnl attitude under tlie 
NRA the American govcinincnt undertook for the first tune to n^ulatc and 
encourage combinations, as wc ^nll see in a Inter section Businesses which 
^vould not enter into agreements regarding prices, wages and the like, were 
called "chisclers " When tlie NRA was discrratted the Deal Admintetm 
tion swung back to an attack on “monopoly" and called for a restoration of 
pace competition 
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called "consortiums” in Italy) as public utilities or agencies of 
the state, particularly when the government encouraged or even 
co^elled their formation 

This dose interrelation of die cartels and fascism, each trying 
to use tlie other, has provided the chief justification for the Marx- 
ist's theory tliat fascism is a "tool of the capitalist class " I shdl 
point out in a moment how far from the truth this is 

Another source of fascism, m part from the pre-war world, is 
Catholicism The Catholic social doctrines expounded in the two 
encyclicals on the social order, "Rerum Novarum" and "Quadra- 
gesimo Anno,” which will be more fully analyzed m a later section, 
indicated that the Popes had never become reconciled to laissez 
faire liberalism The disciplined hierarchy of a fascist planned 
economy would always have been more congenial to the Church 
of Rome than competitive capitalism The fact that fascism arose 
first in Italy, and that Rome is die capital city both for the Pwes 
and for Mussolini, naturally fostered me coloration of fascist lo^ 
by Catholic ideas Mussolini derived the "corporation” from 
d^Annunzio, wlio got it from the medieval “guild,” but the Popes 
have likewise looked hack to the "coipomtion” as a model for 
a balanced and haimonious social order 

Since die attacks on the Catholic Church m Germany have 
grown to such intensity as to indicate Hitler’s belief that tnere is 
not room in Germany for both the Roman faith and the National 
Socialist faith, the Church has become aware of the fact that fiis- 
Cism is more of an enemy than capitalist democracy And the in- 
fluence of Cadiolicism on fascism as well as its political alliance 
with it are probably at an end, even in Italy The Pope is as much 
as ever a prisoner m the Vatican, in spite of Concoraats, and the 
Blackshirt child, from his grace before meals to his bedbme 
prayer, worships God only through Mussolini His prophet Yet 
there is no doubt that m determining the original direction of &s- 
cist economic development, the Catholic Church played a part m 
undermining capitalism 

To a certain degree there was a mating here of tlie Church and 
its arch-enemy, Marxism Mussolini was a militant atheist, a mili- 
tant republican, and a militant Marxist, before he became a fascist. 
The syndicalist movement, which was an always quairding but 
nevertneless blood brother to Marxism, rdying as it did on die 
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same expectation that the workers would take over the factones 
as the essential step of **the revolution,” was an even closer pro* 
genitor of Italian fascism The first seizures of factories in Italy 
m 1920 were liailed by the foscists, though Mussolini later got 
more support by denouncing them, Tlie chief framer of the labor 
aspects of the Italian corporative state, Edmondo Uossoni, was a 
former syndicalist (I W W ) organizer in America Tlie young 
middle'dass Blackshirts who provided the mass support for &s- 
cism in its nse to power were motivated by a mystical combination 
of syndicalism and nationalism, which looked to the liberation of 
the world proletanat by way of the liberation of Italy, the piole< 
tarion country Consequently there has always been a powerful ele< 
ment m the fascist movement winch has thought of il as the 
Italian variant of the sociahst revolution against capitalism And 
as the inner requirements of the fascist regime gradually neces- 
sitatcd an inaeasmg amount of economic planning, the socialist 
and syndicalist background readily facilitated a collective struo* 
ture "If the niiietccnlh century,” Mussolini has said, "was a cen- 
tury of individualism— liberalism always signifying individualism— 
it may he expected that this will be the oentuiy of collectivism, 
and hence the century of the Stale.” At aiiothei place he speaks 
of it as the "century of the left”, this m spite of the fact that 
when his followers were first elected to the Chamber of Deputies 
they took seats at the extreme right, to signify that they were 
"anti-parliamcntanan, nnti-democratic, and anli-socialist.” * 

Hitier’s deputies likewise sat at the extreme right m the old 
Reidistag, thoug^i observers spoke of the political alignment as a 
complete circle m which the extreme left and the extreme right 
met. German fascism has always been strongly tinged with social- 
ism The name National Socialist was selected m 1919 at a time 

* To wliftt extent Itelinn fhscisni lias developed nloiis truly syndicalist lines 
IS not altoKthcr clear On the one band it is easy toe a Marxist altlc to 
point out tnnt much of die syndicalist emphasis 111 the *'coiponitivc shite*' is 
mnkc<bclicve Trade union ofncinls arc nsunlly i>arty ollicials, and icpicscnhi 
Hves of business interests arc much more prominent in the party stnictuic 
tluin representatives of the workers On the other hand, a recent friendly 
stirixy conduded "Itnly is a trade timon shite in the making Morally 
the battle is won, and economically is being won, and politically the future 
IS his" (the worker’s) Quoted in the People^s Lobby Qiillctin, Octolicr, 1938, 
firom The Glass Conflict m Italy by Karl Walter 
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when the socialist revolution required all parties that aimed to be 
mass parties to call themsdves socialist ^is was not objection' 
able, even to the military nationalists witli whom the Nazis were 
frequently in alliance Had not Bismarck put through much of 
Germany's socialistic legislation, in the days when he was build- 
ing Germany to greatness? Had not Spengler, the romantic prophet 
of the will to power, exalted Frussianism as a form of socialism 
worthy of Germans, whereas Marxian egalitarianism was a cow- 
ard’s creed? It was natural that the Nazis fell heir to a vague con- 
cept of a special type of "German socialism " 

Tins "German sociahsm’' sounded phony to tlie orthodox 
Marxists, who knew there could be no "socidism” till the prole- 
tariat had liquidated the bourgeoisie But for millions of more 
muddy-mmdra Germans it was easy to grasp the idea that "social- 
ism" meant a "national community" (tlie heroic and mystical con- 
notations of VolksgemeinscJiaft are untranslatable), in which all, 
ncli and poor, employer-leader and employee-follower, worked to- 
gether for the common good Tlie conservative ('liberal”) Ameri- 
can doctrine tliat government should keq) its liands off business 
had never been strong in Germany Interventionism was a heritage 
horn feudalism with no such sharp break as occurred in the Anglo- 
Saxon world "German socialism’^ was merely the ultimate expres- 
sion of interventionism in a disciplined soldieinstate where the na- 
tional welfare was all the more exalted for being a compaiativdy 
fresh and shining symbol 

Tlie fullest expression of this concept is furnished, interestingly 
enough, by Werner Sombart, the latter-day Marx, whose historical 
approach to economics differed from Marx's in ib emphasis on 
psydiological factors, but who was htde less merciless in his anal- 
ysis of capitalism, In his hook Deutscher Sozialismus, written in 
1934, he indicates his faith that the Nazis will bring "German 
socialism"— the ideal form of which he outlines as a planned 
economy with large areas of pnvate enteipiise— to ulhmate fmi- 
tion. He concedes tliat Germany is still bdnnd Russia "What is 
still lacking (except in Russia) is tlie uni&ed plan As long 
as this unified plan is lacking, there is in fact no Socialism, what- 
ever you may call it Let us hope that this last step will be taken 
by us very soon " 

Sombart and other German writers sympathetic with Nazism 
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have, like their Italian prototypes, played with the idea of the 
medieval guild Gottfried Feder, auUior of the Nazis* "unchange- 
able" 35 Points, included the corporative idea in that program 
But m the complex structure of German business under the Nazis, 
with its incredible maze of vertical and horizontal organization, 
the “estates" (Stande) liavc remained as mythical as did the Ital- 
ian "corporations" long after the announcement of the “corpora- 
tive state” Only the "Food Estate” (ReicJisnahrstand), under 
Darr 6 *s opinionated leadership and the compulsions of autarchy, 
has matenalized within its all embracing membership the whole 
production, processing and distribution of foodstuffs is almost as 
rigidly planned and controlled ns in the Soviet Union 
Some Nazi theorists still see this Stand as the model for indus- 
trial oiganization too But the strength of socialist ideas m Nazism 
depends only to a small degree on the nostalgia for the medieval 
guild To a mudi greater extent Marxian socialist ideas permeated 
every cranny of CSermany during the post-war years, when the 
battles between Marxian Social-Democnits and Marxian Commu- 
nists almost drowned out the struggles of Big Business to retain 
its pnvilegcs Millions of German workers and unemployed as 
well as middle class paupers dnfted back and forth m their alle- 
giance, between Soaalism, Gommunism, Nazism, carrying ideas 
from one camp to the other Some of the more outspoken "Bol- 
shevik Nazis,” like the Strasser brothers, were liquidated, and the 
initial seizure of businesses in the first "bolshevisf ’ wave following 
Hitler’s victory was stopped to prevent a "Second Revolution,” 
but the socialist ideas continued to spread, "National Socialism,” 
recently declared the Nazi press chief, Otto Dietrich, “fulfills the 
century old socialist yearning of all who work . I'lic capitalistic 
system is replaced by a new economic system.” In addition, "Na- 
tional Socialism lias removed all prerogatives of birth and class ” 
Tins can be squared with the continuance of a wealthy capitalist 
dess, and with such a pledge as Hitler’s to "the utmost further- 
ance of private initiative and recognition of the rights of prop- 
erty,” only as we understand the nature of tlic planned economy 
that IS evolving in the fascist countries But before we go on to 
desenbe these methods we must include m the sources of hiscist 
planning not only ideas prevalent long before fascism appeared, 
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but also those arising out of war and depression and out of the 
inner development of the fascist movements themsdves. 

Out of War 

There is at least some eiqilanation, if not justification, for Mus- 
solini's boast that “War puts the stamp of nobility upon peoples,” 
and Hitler's "Manhind has achieved greatness m everlasting bat- 
tles,” when one considers to what an extent both dictators owe 
their power to ihe World War. And the war stamped their re- 
gimes wiUi a character quite hostile to pre-war capitalism 

So far as economic planning is concerned, the effect of the war 
was mostly indirect, through the train of social and economic 
changes it initiated But in one respect the war directly fostered 
the planning liahit Each one of die major wamng powers came 
to the point where it felt it necessary to marshal dl die national 
strength for war effectiveness Even the United States had its 
War Industries Board, its federal operation of railroads and ship- 
ping, and a host of other socialistic devices which were dropped 
like hot cakes when Big Business and Harding brought die coun- 
try '"back to normalcy” But in Europe, sociahsts organized gov- 
ernments after the war, the disoigauization was such tliat there 
could be no diou^t of "normalcy,” and the various schemes of 
war planning were not so swiftly forgotten In Germany particu- 
larly, die rigid controls necessitated by the blockade— rationing of 
raw materials and consumer goods ahke— remained as fomiliar 
ideas, even after then practice was abandoned Walter Rathenau, 
who had headed the War Matenals Section during the war and 
had worked out many of the schemes of raw matenal pnoiities 
and substitutes, price-fixing, requisitioning and the like, was one 
of die architects of Weimar, and went on to develop a tdieoretical 
planned economy of a guild socialist type, with an Economic 
Council as a national planning board on top The Economic 
Council idea actually was tried in Germany as in other post-war 
countnes, but it remained emhiyonic and functionless one cannot 
plan unless one knows for what one is planning, and the end of 
the war left no planning goal Yet under the Weimar regime gov- 
ernmental action in the economic sphere was on so extensive a 
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scale that it is estimated one-third of all economic activities were 
earned on by public agencies 

It IS true that this meant merely “interventionist'' capitalism 
rather than socialist planning, but a rich background of experience 
and theory had been provided for future planners in the fascist 
states 

The indirect effect of the war was ultimately of much greater 
importance than its direct heritage of planning, however. The in- 
direct effect was felt through two by products of the war, nation- 
alism and depression 

Nationalism is not something that can be isolated on a labora- 
tory table In the final analysis it is a complex psychological phe- 
nomenon which will not be understood until psychology is much 
further advanced as a science than it is today 

Tlie war raised nationalism to the pinnacles of a religion, for 
winch the whole people and all their institutions must be willing 
to sacrifice themselves, and it was a religion whose crced-^Wilson’s 
“sdf detennination of peoples"— could appeal alike to atavistic 
tnbsl raciahsins and to tlie most refined idealism. 

Tlie nations that were to become fascist wem among those in 
which nationalism was still in its youthful heat Both Italy and 
Germany felt humiliated by the Peace of Versailles, Italy because 
her stronger allies took what seemed the lion’s share of the spoils, 
Germany because she was shorn of vast territories and vast wealth. 
Mussolini and Hitler were able to give new pndc and self respect 
to millions of their countrymen— and let it never be forgotten that 
pride is often a more powerful motive than economic interest, 
Marxists to die contrary notwithstanding. The discouri^d and 
fri^itened middle classes particularly were given a new faith Sur- 
rounded by enemies they yet were made to fed strong enough 
to "take it " Tliey put on the new creed of nationalism as if it 
were a suit of armor. 

For them all the bonds of mternationalism were loosened. The 
League of Nations was part of the Treaty of Versailles Interna- 
tionalism, whether of socialism and communism on the left or 
finance capitalism on the right, was alien and sinister Even the 
mternahonal aspects of native capitalism— its foreign trade, its 
search for markets and sources of raw materials, its interest in for- 
eign investments— were irretnevahly weakened if not shattered by 
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the impact of the war Germany was no longer an imperialist 
power m the old capitalist sense Italy never had been one except 
in a feeble, imitative fashion 

The devdopment of the idea of national sdf-sufl5ciency— au- 
tarchy or autarJcie— would have been a natural outgrowth of na- 
tionalism, even if it had not been given a potent boost by depres- 
sion Now the significant thing about autarchy for our purposes 
here is that it leads almost irresistibly toward economic planning 
of a more and more compidiensive sort Tariffs and import quotas 
are implemented by foreign exchange controls, especially when 
d^ression enhances the difficulties of maintaining stability of a 
currency in rdation to the rest of the world The search for sdf- 
sufficiency leads to the development of substitute industries, which 
need to be constantly subsidized if not directly financed by the 
government. The shrinkage of foreign trade leads to a shortage of 
certain vital raw matenals, which leads in turn to rationing of the 
available supplies This process is exaggerated by the militaiy as- 
pects that necessarily accompany violent nationalism, fascist Italy 
and Germany have liad to direct so much of the national effort 
into non economic armament channels, which bore no relation to 
tlie market laws of supply and demand, that the evolution from 
one stage of planning to the next has naturally been hastened * 

Autarchy can har^y approach complete sdf-sufficiency, except 
perhaps m countries like the United States or the Soviet Union 
which include virtually all die essential resources In a country 
like Germany it means the buildmg up of stocks of certain foreign 
raw materials, and therefore, at least dunng such a transition pe- 
riod as Goering's Four Year Flan, perhaps an expansion of for- 

* “Not by careful choice but by stumbluig, the autnichical nation ivouU 
be forced into a high degree of goveinmenM direction and control of eco- 
nomic activity — since autnicby means developing processes at home to an 
extent they would not have readied otherwise, stopping the development of 
other proceasca before Qie point they would have reached otherwise, control 
ling the distribution of income ao tliat products can be sold, and so on 
Finalb, in a world of self contained nations, the problem of what is con 
tamed widim tlie boundaries of each nation and its possessions becomes ex 
tremdy intensified, the urge for additional temtory la strengthened If a na 
hon wants not only peace but also a hieli standard of hving under autarchy, 
it may first have to wage several 'suooesstul* wars “ Report of the Committee 
on Economics and Peace of the National Peace Conference (1938) 
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Cign trade rather than its contraction Imports must be paid for 
with exports Exports are forced out on an unwilling world, but 
in a fashion that is much more like the "dumping” of goods "be- 
low cost” charged against tlie Soviet regime during the first hectic 
years of the Five Year Plan, tlian it is like the old-faslnoned capi- 
talist search for foreign markets It is an export trade subsidized 
and promoted by a collectivist regime aiming to assure itself mili- 
taiy strength and independence If profits are made in the process 
by exporting finns and maiiufactuicrs, that is purely incidental 

Finally, this nabonalistic cconomv in the fascist countries ap- 
proaches the type of war socialism foreshadowed 111 the last war, 
but on a much higher plane, foreshadowing in its turn the com- 
pletdy regimented war economy, which in the next war is likely 
to force all countries into economic collectivism virtually as com- 
plete os that in the Soviet Union War and the imniincncG of war 
are swift collcctivizers Italy has gone farther in the direction of 
planned control and socialization of her economy since the start 
of her Ethiopian war than in all the intervening years since Mus 
solim’s "March on Rome ” Ihc driving force of Hitler’s Four Year 
Plan may be Field Marshal Goenng, but the guiding genius is 
Colonel PVitz Loch, who has never had any career outside the 
army 

In his speech of Mnali 23, 1936, when the imposition of sanc- 
tions had virtually put Italy at war with the world, Mussolini went 
over an “inventory of our resources,” and oullmcd, more com- 
pletely than any other national leader except Stalin h.is ever done, 
exactly what raw matcnals could he found and what substitutes 
could be devdoped I1us required, he said, a complete regulation 
and control of the economy, especially rigid 111 the case of all 
heavy iiidustnes pioducmg war materials For the most he depre- 
cated the idea of^taking over” any industry, for he is firmly wed- 
ded to the idea of "private initiative” as a motive force (like a 
carrot held before a donkey), but all these industncs he ncvcrfiie- 
less called “quasi public ” 

Tire Four Year Plan announced in November, 1936, likewise 
proceeds with an estimate of Germany’s productive resources, and 
of how they could be expanded to fill the greatest proportion of 
her needs in time of war Here as in Italy a good part of the ef- 
fort is directed to shifting consumption habits away from those 
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articles of which there are shortages Domesfac production of gaso- 
line from coal 15 being rapidly pushed, and will probably provide 
for 85 per cent of her consumption needs by 1940 Stocks of vital 
raw materials are being built up, substitutes like aluminum and 
syntlietic products to take the place of rubber and textile fibers 
devised, and preparation made for economic survival during a not- 
too-long war even if all imports are cut off This program requires 
a growing mechanism for economic planning, including produc- 
tion and puce controls, and allocabon of raw materials and re- 
sources. 

The Four Year Plan is merely an aspect of Germany's rearma- 
ment— which in this historical survey likewise may be considered 
as an indirect result of the last war and the nationalism it fos- 
tered And rearmament has been the most potent incentive to 
economic planning 

A recent penetrating study of tlie effects of Germany's rearma- 
ment program puts the matter tlius * 

'Tire price for the enormous scale of rearmament is no less 
than the supersession of private initiative by state control 
The Nazi leaders have been convinced 1 ^ eiqienence of 
the necessity of transforming the German economy on social- 
ist lines, whereas they assert then adherence to an economy 
based upon the rights of pnvate property and the individual 
initiative of the entrepreneur Thw denounce the theory and 
practice of Marxist Bolshevism with a fervor unknown in even 
the most orthodox countnes, while their actions bear a greater 
resemblance every day to those corned out in Russia four to 
eight years ago Are the leaders of National Socialist Germany 
ddiberately playing a double game in their economic policy? 

A dose analysis of the position does not support this view 
Ihe reason for the socialist tendencies in the economic pol- 
of the Nazi regime lies, in fact, in the party’s military pro- 
gram The present socialist tendencies in Germany, 
werefore, are not the result of some theory, as they are m 
Russia, but part of a vicious ciide started by tlie largest 

* This sinking statement first appeared in the conservabve London Banker, 
almost as a warning to Bntish capitalists, it was later published in Germany 
The Last Four Years, by '‘Geimanicus” (1937) 
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armament program the world has yet seen . . State cxpntiol 

of economic life m consequence is growing so rapidly that it 
represents m actual fact a far-readiing process of socializa 
tion." 


And Out of Depression 

If preparation for a new war to avenge the last war is a major 
reason for fascist planning, the dejiression^ whose causes are also 
closely linked in with the World War, is its other chief indirect 
source. 

Psychologically the depression heightened the nationalist psy- 
chosis, and made millions of sufferers eager for the security and 
discipline, the stability and order, whicli a totalitarian regime 
promises, in the economic as well as in the political sphere llie 
economic suSenng of the later war years, culminaliiig m the suf- 
fering of the blockade and the incredible experience of the post- 
war inflation, were hardly formtten, in the flccliiig glimpse of 
something like prosperity in the twenties, when the catastrophic 
unemployment and stagnation of business came down like a new 
vengeance Tlic middle-class-mmded average Gcnnan— whether of 
the industrial working class or tlie while collar and professional 
dasses-^ciavcd security above all else Only a strong government 
taking drastic measures 111 the econoniic held could give it to him 

In Italy, too, fascism was a depression product. Mussolini came 
into power in the earlier i 30 st-war depression, which 111 Italy was 
especially severe. But it was only with the depression of the early 
thirties Uiat the corporative state really gol under way. In his early 
years of rule Mussolini seemed afraid of upsetting the economic 
status qua 

He seems to have been impressed quite early— perhaps at the 
time of the occupation of the factoncs—witli tlie importance of 
competent management of business cntcitniscs Like many an 
ambitious politician he concentrated on the techniques of politi- 
cal manipulation, and when he got to power he was as unsure of 
himself in the economic held as he was reckless and confident in 
the political In the first years of Italian fascism he gave his Big 
Business backers a free hand. Fortunately for him his first years 
were years of rising prosperity all over the world When he finally 
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set himsdf the task of studying economics, particularly banking, 
one of his first concrete ventures, aside from issuing vague pro- 
nunciamentos about the new "corporative state," was a disas- 
trously orthodox attempt to stabilize the lira at too high a gold 
value— which brought on the Great Depression in Italy two years 
earlier than in the rest of the world Even by the end of 1933 his 
efforts to stem the depression were still so lacking in boldness 
that he was homfied by the radicalism of the NRA it seemed to 
him commumstic in its machinery and wild in its monetary aspects 
Neveithdess the emergency measures that were taken hastened 
the implementation of the corporative idea The Istituto Mo- 
biliare Italumo formed at the end of 1931, and the Istituto per la 
Ricostiuzione Industriale a year later, were imitations of Hoover’s 
Reconstruction Finance Goipoiation, and served to keep banks 
liquid and solvent and to refinance tottering industries, but m the 
hands of Mussolini they became instruments for government con- 
trol of the enterprises whose securities and obligations were taken 
over Other “institutes" and “agencies" (ente) were set up for spe- 
cial industries, shipping, textiles, etc , when they needed help, and 
these became the models for &e permanent corporations when 
they were finally set up As in the Umted States, capitalist busi- 
nesses came to the government for rescue, but, unlike the United 
States, the government did not withdraw into the background 
when th^ were back on their feet 
Hitler was as willing as Mussolini to give business a free hand 
in the b^inning of his regime, while he concentrated on what 
seemed to him more important matters But Germany was in a far 
more catastrophic depression than Mussolini ever knew Hitler had 
promised jobs to the unemployed, and he soon found that his re- 
armament program, which he was interested in for other reasons, 
could at the same time solve depression and unemployment, if 
boldly enough pursued His first year’s effort, however, was more 
concerned with public works than direct arms production, and his 
success in financing tins ihree-billion-mark program out of a bank- 
rupt treasury was such that it greatly encouraged the pace of the 
armament program which began m earnest in i934> 

The financial techniques devised, which resulted, m Germany 
as in Italy, in complete government control of money, credit and 
investment, are discussed in the next chapter But it might he 
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noted here tiiat the depression out of which Hitler lifted Ger- 
many provided incentives to all sorts of government interventions 
with industiyi which leinfoiced and in many cases were insep- 
arable from the incentives of militant nationalism and autarchy 
If the institutional results of emergency aid to business were less 
obvious in Germany than in Italy it was because all the machinery 
•—cartels, subsidies, semi-publicscnn-private agencies to assist par- 
ticular industnes— were already in existence before Hitler came to 
power. 


In Whose Interest? 

All die urges to decisive governmental action 111 the economic 
sphere whicli we have been consiclcnug were reinforced by a fu- 
ture of fascism that was of its very nature. Partly this may be 
thought of as tlie natural tendency n any burcauemey to expand, 
but m a larger sense it is an aspect of the rise to power of a new 
social (^ass. 

The World War, everywhere but in the United States, brought 
the era of capitalist cxjransion and jinpcnahsm to an end and 
started a new cia It was an era of armies of unemployed, and of 
almost perpetual ccoiiomic crisis dcinanding governmental action 
(and a consequent proliferation of govcinnicntal hurcaucracy) 
More important, it was an era of increasing iisychologienl and so 
cml, if not numerical, preponderance on the pait of the new 
middle classes Tins meant the decline iti relative iinportancc of 
both the old capitalist class and of the iiidiistnnl proletariat. The 
new white collar and professional workers were ciigagal 111 fur- 
nishing services, and m distributing— rather than producing— 
goods Some prophets, indeed, declared that the automatic ma- 
chine would reduce the amount of iiidustrial labor to be per- 
formed to such an extent that most of tlie woik of the future 
would be in these fi^ds rather than in production. 

A part of the new class was parasitic however hard they may 
have worked and however miserably they may have been paid, 
large numbers of workers m advertising, snlcsmanship, financing 
and marketing, were as socially useless as any poliLical “tax cater“ 
and ' 1 ianger-on." But most of the new occupations in both private 
enterprise and in government— particularly those furnishing profes- 
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sional services like education, health, entertainment and the puh- 
lie services— were adding materially to human and cultural values 
At the top of the new class was the salaried administrator, the 
trained manager and engineer in private business, the expert "pub- 
he servant” in the government Even in the case of the executive 
of a big corporation, his interest often tended to be concentrated 
on his ]ob and his salary rather than the profits absentee owners 
might collect At its worst the new class miglit be represented by 
the polibcal job-holder on the public payroll, whose maximum 
effort was put forward as a wartUieeler, or a dock-watcliing clerk 
going through some socially valueless motions in a Wall Street 
office 

It was largdy the discontented elements in this class which put 
fascism into power And it is this class, with particular emphasis 
on the governmental bureaucracy— often in its most unattractive 
form— which now has the dominant interest not only in the con- 
tinuance of fascism, but in the continuous expansion of its eco- 
nomic controls 

1 remember a Fascist party headquarters in a Noidi Italian 
town, where 1 was seeking an interview with the local Blackshirt 
leader The hangers-on that swarmed in the anteroom, humble 
people seeking dispensations and favors, grafters seeking plums, 
ambitious youngsters seeking Uie road to success— reminded me of 
what I knew of Tammany Hall and its prototypes in every Amen- 
can city 

I was told in Italy, and I have since heard the same about Nazi 
Germany, that the graft and corruption are great In so far as it 
may be large-scale graft m which pnvate businesses are buying big 
favors, this suggests the heyday or American capitalism, when Lin- 
coln Steffens found every government agency had its puce, but 
there is probably tins difference, that in Amencan capitalism the 
capitalists did not bother to mn thear own government because 
they were too busy with other matters, whereas under fascism it 
is no longer the capitalists* government, and the only way they can 
get favorable consideration is by bribery It might be tliought tliat 
corruption of this kind, if it is as widespread as anti-fascists allege, 
would undermine the regime and make any economic planning 
impossible But cormption tends to protective devices against it- 
sdt. even the outright criminal racket of the Amencan prohibition 
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era imposed standards of honesty within its own ranks, and in- 
fringements were sternly punished, frequently with death, for even 
a superracketeer must have accurate bookke^ing and trustworthy 
agents 

So long as ^cism retains die machinery of the profit system^ 
and the reasons why it docs so will occupy us m a momenMt 
will be subject to pressure from "special interests One advantage 
of Mussolini's corporative system over Nazism is that it brings 
these pressures out into the open, legitimizes them in the “con- 
sortiums” and employers’ “syndicates,” and gives them full repre- 
sentation m the Council of Corporations, visualized as die new 
parliament, bne^-door methods me therefore unnecessary In Ger- 
many, With its stronger tradition of an indqicndciit civil service, 
now unrelieved by any tepresentative legislature, the Lobby has 
suddenly burst mto mil bloom. Tlie only way businesses can 
escape the suffocating tods of red-tape regulation is by having con- 
stant attendance in the corridors of the government buildings 
where real power lies 

On occasion business men can themselves secure the k^ posi- 
tions. Many prominent capitalists have at one time or another 
held important positions in fascist governments One thinks imme< 
diately of Kmpp and Tliysscn and Schacht in Germany, of De 
Stefani, Volpi and Pirdli in Italy. Tlieir prominence reinforced 
die tbeoiy that capitalists had initiated fescism merely for their 
own special interests, and that they held the real power. This 
theory was given particular credence by the disclosure that Tliys- 
sen, a potent steel magnate, contnbuted a million marks to Ilit- 
ler’s campaign expenses in 1930, three million 111 1932, and four 
million in 1933, tliat he introduced lliller to the biggest indus- 
trialists in Germany early in 1932 in an effort to cement an al- 
liance, and that he became president of the Rcichsvcrkmd der 
Industrie (the semiofficial National Association of Manufac- 
turers) on Hitler’s accession to power. 

But if Thyssen is the keystone of this theoretical structure it is 
a weak structure As early as 1930 Hitler was getting 19^^ miUion 
marks from his rank-and-file supporters (why he should dioose 
to betray them rather tlian his woelthier contributors has never 
been explained) In 1932 few industrialists were convinced that 
Hitler was their man, most of them, including Krupp, reinaining 
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aloof till after the failure of the Fapen and Sdileidier govern- 
ments at the end of that year Other individuals and oiganizations 
who hdped Hitler to power for one reason or other— notably tlie 
Stahlhdm, and Hugeimeig’s Nationalists— were quickly dispensed 
with And Tliyssen himsdf, after an apparently hiiined trip to 
South America at the end of 1934, lias never since had any signifi- 
cant influence 

Tlie evidence has been piling up overwhdmingly in the last 
few years, for all who were willing to see it, that the influence of 
wealthy capitalists m fascism is of minor significance Some 
wealthy men remain in positions of power, parhcularly in the 
more slow-moving Italian form of fascism But rascist governments 
are not dependent on “campaign contributions " They are not de- 
pendent on bankers, financiers or private mone^ markets The 
economic interest of the remaining capitalist dass is slight (income 
from property in Germany in 1937 was 3 8 billion marks) compred 
to the economic interest of a government bureaucracy which has 
at its command many times that amount (German government 
expenditures in the fiscal year 19^7-38 were estimated at 25 billion 
marks) A capitalist dass remains under fascism, and it is un- 
doubtedly a privileged dass. But it is a dass largdy shorn of its 
power, existing on sufferance, and existing only so long as it per- 
fomis the functions assigned to it in the &scist scheme of things 

When I was last in Germany, m die fall of 1934 , 1 had an intro- 
duction to a wealthy manufachirei who was more prosperous than 
in years, thanks to Hitler’s rearmament policy. He invited me to 
dinner in a fashionable and expensive restauiant where it was ob- 
vious there were plenty of wealthy people shll with mon^ to 
spend Naturally I tried to steer die conversation toward politics, 
but always without success, when finally I asked him outright 
what he thou^t of Hider he begged me with terror in his voice 
not to ask su(£ questions m a public place, afterwards, in Ins hand- 
some American car, he permitted his venom against this “mad- 
man’s regime” to explode The fear and disillusionment of the 
business man has gone far since that year 

Against the theory that it was the middle dasses who put Hitler 
into power and who profit firom fascism, it 15 sometimes argued 
that the middle dasses have suffered greatly In spite of glitter- 
ing promises to the small tradesmen and shopkeepers they have 
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become terrorized and wretchedly paid functionaries. In so far as 
there is evidence of social leveling it is down to the manual 
worker There is indeed good evidence that the Nazi regime has 
come to rely for its mass support on the proletnnat more tlian on 
the middle classes But this, while nil perhaps true, overlooks the 
bureaucracy itself, in which power lies. 

It has been estimated that there are five hundred thousand gov’ 
ernment employees in Gennany concerned with business regula- 
tion In a recent senes of articles in the New York Times, Otto 
Tolischus, the most informative American newspaper correspond 
ent ill Germany, desenhes this bureaucracy It consists, he says, of 

"intricate interlocking systems of authoritarian organization in 
which membership is compulsory for everybody, which fix 
pnees, ration raw materials, regulate markets, control exports 
and imports, pass on plant extension, direct the disposal of 
profits, lay down mies for the conduct of business, collect sub- 
sidies and *gifts,* determine wages and working houis, allot 
workers to &eir jobs and superintend the employer’s attitude 
toward his workers As a result it has become a common com- 
plaint among business men that they are little more than ad- 
ministrative officials, or, as the National Socialist says, ’work 
agents of the State ’ " 

The key to the process is, in Tolischus* words, that "government 
control feeds on itsdf," 

An army, as a military bureaucracy, is in some degree a pattern 
for fascism It is an or^nization where discipline and hicrardiy, 
and the drawing of a sure and steady salary, arc far more impor- 
tant than profits— or even graft Tlic army had a good deal to do 
widi the amval of fascism in Italy it refused to slop the "Mardi 
on Rome," and in Gennany it was long considered to he the real 
power h^md Hitler But it is only as i)aiL of a more inclusive 
bureaucracy tliat the army is politically imporlant 
Only a very flexible Marxist, one who can imagine n new eco- 
nomic class beyond the purview of Marx himself, in the guise of a 
government "salanat," rising in the dialectic of history to a new 
type of class mle, can grasp what this process means. If Marx was 
right in believing that capitalism builds socialism wiLhm its own 
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shell, and that the bearers of the new social order are functionallv 
dominant long before they emerge polibcally dominant, at whicn 
time the old “integument bursts asunder,” then it is the middle- 
class fascists who have proved the theory rather than die prole* 
tanan communists 

The orthodox Marxist, knowing that die proletariat does not 
control fascism, necessarily looks for a capitalist control, failing to 
find it, he is either utterly baffled, or he imagines what he does not 
see Yet, as some of the most extreme Marxists would in tins case 
admit, the same type of class rule by a government bureaucracy 
has grown up m the Soviet Union But the Bolshevik biiieaucrats 
had to go a long way round, thanks perhaps to a misinterpretation 
of Marx, before they could painfully rebuild the vital parts of the 
economic structure they had smashed along with the “integu- 
ment ” 

Wliat I am most anxious to bung out in describing diis new 
“mling class” under fascism, is that it necessarily hastens the 
transition from a capitalist to a collectivist economy, There is no 
longer any dominant economic interest favoring the perpetuation 
of capitalist procedures Power after all expands with its exercise 
With the immense reserves of human labor rdieased by tlie ma- 
chine, there is always plenty of room for new jobs and new job 
holders m the government services 

Fascism may start out with its leaders solely concerned with 
estabhshing their political power, ready and willing to let business 
continue to mn its own affairs in the economic sphere It might 
even start, under certain circumstances, as some of its enemies 
claim it did Start, as a mere maneuver by the capitalists to main- 
tain their power by the bludgeon But, because of tlie dynamics 
of its inner devdopment, as well as for all the other reasons we 
have found implicit in its origins in the post-war era, it will end up 
as a regimented collective economy. 



Chapter Eight 


THE FASCISTS PLAN WITHOUT 
PLANNING TO 


T he year 1936 marlcGd a turning point in the history of eco- 
nomic planning In that year the Soviet planners abolished 
the closed store and restored the market meclianism in dis- 
tnbution, Mussolini put his corporative system to work under the 
impact of sanctions, and Hitler launched hxs Four Year Flan. 

In the light of what was said in the last chapter about the ori- 
gins and causes of socialist planning under fascism, it should be 
dear why it was an indirect, haphazard and often unconscious 
process, resulting more from pragmatic requirements as they arose 
than a preconceived bdicf in a full-fledged socialism, such as in- 
spired Soviet progress Yet, because of that very fact, the fascists, 
at least the German Nazis, seem to have learned much more 
quickly some of tlie essentials of effective planning than the Bol- 
sheviks The Bolsheviks, as wc saw, started by destroying the whole 
capitalist structure root and branch— the banking, money and 
credit system, and die market and price mechanism for the alloca- 
tion of distribution and the guidance of pioducLion— and liaving 
destroyed it they had painfully to rebuild n great part, without 
which then economic planning was all but impractical, 'Fhc Fas- 
cists, on the other hand, tended naturally to conserve the old 
structure wherever they could 

It is undoubtedly true that in spile of avoiding many economic 
blunders the fascist powers arc still far hchind the communists in 
socialist tediniques Mussolini talked about his corporative system 
for a dozen years before the pressure to do something about it 
overcame Ins caution And Hitler, after all, lias been m power only 

ihi 
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SIX years, to the communists' twenty one Yet it is startling to see 
m how many respects fascist and communist economic practice 
has converged, particularly since 1936 
First let us have a look at fascist monetary methods. 

How the Dictators Pay Their Bills 

Mussolini, as I have already suggested, was a timid conservative 
when it came to money matters, and his advisers were of tlie most 
ordiodox He maintained the gold standard~but he had to force a 
deflation of wages and prices, to keep even with the devaluating 
countnes, a process which had the same effect as devaluabon but 
was far more difficult He balanced his budgets— till depression and 
war made it impossible He tried to keep his imports below his 
exports— bll the pursuit of glory in Ethiopia forced him to requisi^ 
bon all the for^n balances held by Italians to pay for foreign 
war materials He gave the hanks free rein— till they all began to 
foil 

By 1928, following the difficulties ansmg from stabihzabon of 
the lira, the Bank of Italy was given the sole right of issue By 
1934 all imports and foreign ex(^nge were under direct govern- 
ment supervision By 1935 all foreign securities and cmrency were 
confiscated, with government bonds given in return, export of 
Italian money or secuiibes was prohibited, and government mo- 
nopolies were set up to handle the importabon of vital war ma- 
terials like coal, tin, copper and nickd In March, 1936, as one 
writer has put it, “the State took over the conbol and unification 
of the country’s whole banking and financial system,” with the 
Bank of Italy dominating the entire credit structure 
How has Mussohni paid his bills, in spite of frequent pronounce- 
ments of bankmptcy by his enemies abroad? So for as money to 
pay for imports is concerned, his method has necessarily been 
orthodox, he has paid value for value either in goods or gold The 
required sums have been raised, aside from what his exports would 
bring, by requisitioning domestic gold and taking over all die for- 
eign Glances privately owned by Italian citizens Having exhausted 
these amounts he is necessarily forced to limit his further imports 
to the barest necessities— which to him mean military necessities— 
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and develop makeshift substitutes, like synthetic fibers, at lionw 
where he can 

As for money to pay for his public works and his wars and ks 
great bureaucratic army, he never tried the easy but ultimately 
rocky road of merely issuing money without regard to the supdy 
of consumer goods available, as did the Bolsheviks But he has 
used as many devices as they to keep the supply of currency In 
people^s pockets from outstripping the goods available Taxes m 
of course heavy Control of credit agencies pcinnts the marshaling 
of all sayings, whether in savings banks or benevolent lustitutioiu 
or insurance companies, to lake up tlic loans that have raised tlie 
internal n<itionQl debt to well over 100 bilhon lire m recent years 
Syndical dues, “voluntary’^ collections and dues of other kinds are 
an additional form of compulsory saving As in Germany, profits 
are limited to 6 per cent, and all Ciiniiiigs above that arc invested in 
government bonds 

Tlie net effect of raising money for a swollen government 
budget, and at the same time giving dircclion lo the new financing 
of productive enterprise to meet the needs of war efficiency and 
autarchy, is to put the whole process of investing savings m gov* 
ernment hands to almost as great nn extent as in the Soviet Union. 

Let us sec how the same financifd problems have been solved 
m Germany. To raise foreign (gold) Iralanccs, to pay for imports 
essential to rcnrniaincnt, Hitler’s “financial wizard,*' Selinclit, used 
methods that, however they might be denounced ns "imraoial" 
abroad, were nonetheless highly effective Gennany has had v»* 
tufllly no gold since some years before Hitler. With this os an 
excuse, the foreign debt has in one way or another been effectually 
repudiated, The Hoover Moratorium was extended tluough the 
perennially renewed “standstill agreements " Reparations were de- 
nounced. Int^est payments on private and public secunlies held 
abroad were leduc^ towards ascro Few value paymcnls were made 
abroad except for imports To restrict imports to essentials, 
Schacht’s “New Plan,” in September, 193^, set up twenty-five 
boards to issue licenses for the major classes of imports To pro- 
mote exports for securing foreign balances a number of complex 
methods were tried, tlie most important of winch was the Export 
Subsidy Plan of June, 1935 Under this Plan the Chambers of 
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Commerce and Industiy are required to levy what amounts to a 
2 to § per cent turnover tax on all their members, and the sums 
raised, amounting to over a billion marks in 1936, axe passed on to 
the exporting firms as subsidies to enable them to sdl cheaply 
abroad * 

The Nazis devdoped another method of stimulating exports by 
using vanous kinds of specially devalued marks as a bargain in- 
ducement to foreign buyers Much of the debt owed by Germany 
and Germans to foreigners has not been imudiated outright but 
is payable only within Germany, in marks \^icli cannot be taken 
out, These marks are put in all sorts of special funds, and are avail- 
able at a discount to pay part of the pnce of exports. As one econo- 
mist has said *Today Germany’s cunency system ofiers a tragi- 
comical variety of Free Marks, Blocked Marks, Security Marks, 
Emigrants Marks, Aski Marks, Clearing Marks and Kegister Marks 
—a maze from which no one will ultimately End his way 

When I went to Germany m 1934 I found it possible, as thou- 
sands of odier tourists have been encouraged to do, to pay for a 
certain part of my expenses in these depreciated marks, they cost 
me twenty cents instead of the ofiScial gold rate of forty Tounst 
expenditures are, of course, like exports, an important means of 
getting the foreign exchange neoessaiy to obtain imports 

All these devices remind one of the Soviet Union When a 


country with a controlled economy is desperately in need of certain 
imporia, and has no gold or credit with which to buy them, it finds 
it worth while to export at almost any price— even a pnce that is 
nominally below cost This export trade is far removed from the 
type of export trade promoted by capitalist fimis for private profit, 
in the fiamiliar pre-war phenomenon known as “imperialism ” This 
is not to say tliat German exporting firms may not make a profit, 
which in contrast to the Soviet Union may accrue to private indi- 
viduals, and that such private individuals may not put pressure 


* Tbb IS not quite as dear a case of "dumping" as might ajppear The 
Nazis, liaving mamtnincd the nominal gold value of the mark, for perhaps 
the same reasons of folse pnde as Mussolini, were in the same hole as he 
when they tned to compete with the exporting nations tliat had devalued 
their currencies ^hacht^a solubon of the problem by export subsidies had 
the same effect as Mussolini's compulsory deflabon in bnngin^ prices down 
to the new world levels in terms of gold, but it was far less painful 
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on the German authorities to procure some kind of subsidy that 
will enable ^em to export at a profit. But all indications point to 
the conclusion that the interests of capitalist exporters is of purely 
secondary importance, compared to the interests of the govern- 
ment and the army, this is in direct contrast to tlie days of pre* 
war imperialist competition, when the capitalist interest tended 
to be paramount 

To turn now to methods of internal financing m the Nazi 10* 
gime, we find them for the most part almost orthodox The pm- 
diasing power that is paid out for armaments, road building, hous- 
ing, labor canms, concentration camps, and political patronage on 
a huge scale, does not result m consumer goods, and it must there- 
fore be once more withdrawn from circulation, if it is not to 
pile up faster tluin consumer goods are produced Since, as in Rus- 
sia, a ddibeiate attempt was made to keep the production of con- 
sumer goods low, and turn all excess productive capacity into 
armaments and capital goods, it was all tlie more essential to get 
that money back. 

It mi^it appear that Germany followed the orthodox method 
of borrowing pro-existing savings and then spending them, mther 
than the Soviet method of making the expenditures first by direct 
creation of credit and then recouping the money afterwards, But 
the practice was probably much more nearly hkc the Soviet 
method tlian Scliacht would have liked to admit As it was, his 
conservative upbringing made him desenbe his own methods as 
"economic insanily ” 

Tlie table on the opposite page shows how a nation that was 
thouglit bankrupt was able to spend the equivalent of at least 
fifteen billion dollars on armament in five years 

These figures, of course, nre for the most part guesses, for the 
Nazis have not told how much they were spending on armaments, 
nor how mudi thw were ‘TDorrowiiig” Moreover, the totals are 
somewhat artificially balanced, through an arbitrary figure for 
"other" revenue which will he explained m a moment; and the 
estimates for the last fiscal year were made before the completion 
of that year But I Jiave no reason to doubt tJie nehabiJity of the 
sources where the original guesses are to be found Most of the 
figures appear m Germany The Last Four Years, by "Gcrraanicus," 
and were first published in the London Banker 
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ESTIMATED GERMAN GOVERNMENT FINANCES • 

(millions of reichsmarks) 


Fiscal Year 

1933-34 1934-35 

1935-36 

1936-37 

1937-38 

Expenditures 

Armament 

3,000 

5.500 

10,000 

6,700 

12,600 

16/xx) 

Other 

0,700 

6,^00 

7,500 

9,000 

Total 

9,700 

12,200 

16,700 

20,100 

25/300 

Revenues 

Taxes 

6,000 

8,300 

9,960 

11,500 

14,000 

Long Tenn Loans 

850 

760 

1,675 

2,300 

3,600 

Short Term Loans 

1,900 

2,740 

4.565 

4>400 

5,700 

Other 

50 

400 

500 

1,900 

1,700 

Total 

9,700 

12,200 

16,700 

20,100 

25,000 


They are indeed staggering figures, reminding one stmngdy of 
the figures of the Soviet Five Year Plans Yet there is one obvious 
difference, the enormous amount of revenue Germany has secured 
from 'loans” as compared to the small amount of borrowing in the 
Soviet Union How do the Nazis borrow so much? 

Partly they do it by channeling the larger part of voluntary sav- 
ings (which hardly exist in the poorer Soviet Union) directly into 
their own coffers One method of short-term financing, that de- 
veloped into the chief source of revenue for a while, was the “worh- 
creation bill,” which by 1938 had raised the floating short-term in- 
debtedness to something like 20 or 25 billion marks, This was 
little more than a simple I O U which a recipient could take to 
his hank and discount like ordinary commercial paper Yet it was 
not commercial paper, for it signified no goods later to be sold, 

* It u not easy to translate the marks into dollars, for tliere mo varying 
exdian^ rates, but it seems not unreasonable to reckon about three marte to 
the dollar, midway between the official gold rate and the discounted nuuks 
Thu gives a &gurc of over five billion dollars for stmament m the last fiscal 
year, far more than any of Germany’s capitalist enemies can possibly afford 
No wonder tiiey backed down at Munich And no wonder they nave a panicky 
feeling that even their renewed armament pace cannot possibly keep up with 
German armament, much less cateh up wiui it 
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and thus no repayment could be expected the shorbteim credit 
became ''frozen/' like much of the early short-term credit in the 
Soviet Union, and became in effect long-term credit, or invest- 
ment 

Banking is by now completdy under government control in 
Germany Tlie Nazis inherited a banking system already largely 
public savings banks and investment banlb particularly have long 
been so rigidly supervised as to be almost public institutions By 
1936, after three years of Nazi rule, less than a quarter of the total 
deposits in the country were m private joint-stock banks The 
Keichsbnnk as the sole bank of issue is m effect a public agency 
Its head is appointed by Hitler, and the fact that this head long 
was Hjalmar Scliacht, a conservative capitalist, is not particularly 
significant As it has been aptly put, "Tlie Nazis had the sweep- 
ing 61 an of revolutionaries, but no experts Dr Schacht was given 
a free hand in dealing with foreign indebtedness, because here his 
views and those of the Nazis coincide Otherwise he has had to 
follow the narrow patli of Nazi policy determined by rearma- 
ment " 

Having complete control of tlie banking system, it has been 
possible for the Nazis to get all the credit they need A billign- 
and a-half-mark long-tenn loan offered in October was immediately 
oversubscribed, though it was only the latest of several such loans 
made during the year The short-term obligations can be forced 
not only on the banks but on insurance companies, and on all the 
institutions for small savings, and the latter need never fear being 
caught short of liquid funds, since the government treasury is 
always in effect behind them 

Taxes, as noted in the above table, have risen amazingly in die 
last few years It is reported that corporation tax rates have gone 
up more rapidly than any others 

The “odieT** sources of funds by which huge government budg- 
ets have been "balanced" loom increasingly large in the table 
Certain official reserve funds, as for unemployment insurance, 
were first liquidated, with scant regard for financial orthodoxy 
Then the Winter Help campaigns were instituted to rdieve dis- 
tress, and they have remained as generous sources of getting "vol- 
unlai/' contributions to help fill the Treasury for special pur- 
poses There are oflier "voluntary” collections, too Such, for in- 
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stance, is the method by which the vast new factory for manufac- 
turing a cheap car—the “VoZfcsaufo" or “Strength Through Toy" 
automobile— 1$ being financed with public capital, by icquinng 
virtually every worker to make a montlily contribution as an “af 
vance payment" on a car that will supposedly be set aside for him 
in some unascertamable future Tlie government's revenues in the 
current fiscal year will also get the benefit of the vast robbery of 
the Jews that has been taking place in the guise of a “fine " 
Another lucrative source of funds has been found in the sale of 
government owned shares of “pnvate" coiporations Dunng the 
pie-Hitler years the government frequently came to the rescue of 
banks and other businesses by buying their secunty holdings, until 
it was tlie majority stockholder in many businesses In a r^ime 
where there is totalitarian control over businesses anyway, the 
Nazi government decided there was no reason to hold these securi- 
ties, and it sold them back to private individuals Tins has been 
cited by Marxists as proof that the Nazis were merely the servants 
of pnvate enterprise, and that their “socialism" was a he For peo* 
pie who think of control only in temis of the increasingly an- 
tiquated concept of "owneiship," the Nazis’ sales of these busi- 
nesses was a betrayal to capitalism But as a more modem com- 
mentator has described the return of certain banks to pnvate 
owneisliip, “Now that tlie control over Bie banks is complete and 
final the government is no longer interested in holding their 
shares " Tlie effect of such sale is little different from the sale of 
government bonds, merely a transfer of some individual’s savings 
to the government to help cover the government’s ei^enses 
As noted a few pages back with regard to Italian fascism, the 
result of all this centralized government control over money, <iedit 
and ha nk i ng , is to subject investment to whatever planning is de- 
sired The Nazis have not abolished “unearned income," as Feder 
promised they would m one of his 2^ Points They have found 
it mu(^ too useful a means of keeping down consumption and 
channeling off a large proportion of the national income as savings, 
for investment and nonproductive public expenditure 
Dividends, as in Italy, have been hmited to 6 per cent, with 8 
per cent possible in certain cases any surpluses are taken by the 
government as a “loan " But all the remainder not taken in taxes 
or spent on consumption 1$ invested substantially where the gov- 
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ernmenfc plans require With the rigid control over allocation of 
raw matenalg and capital goods, and with tlie innumerable regula- 
tions for carrying on business, it would be impossible for a busi- 
ness man to make headway against official wishes even if he could 
raise the money capital But he can neither invest his own savings, 
nor others’, ns he chooses * 

Otto Tolisdius, whose despatdies to the New York Times throw 
more light on German economic development than any other cur- 
rent source, says of the private business man 

"He cannot raise capital in the public capital market be* 
cause tliat market is reserved for the government or govern- 
ment-fostered enterprises On the contrary, he must often 
invest his own capital in such government-fostered undertak- 
ings Tims tlie brown coal industry Iiad to raise 100,000,000 
marks to promote synthetic oil production, the textile indus- 
try was forced to finance synthetic ’cellwood,’ or viscose- 
production, and the non manufacturing industry and the 
Iiandicrafts were compdled to subscnbe 130,000,000 marks 
for non-voting preferred shares in the State-owned Hermann 
Goenng lion Works at the rate of 50 marks of stock for each 
person they employed ” 

In building the new "substitute*' industries for synthetic fibers, 
oil, rubber and other items required by the Four Year Flan, no 
reg^ud IS paid to what would be the dominant consideration under 

*A wntei in the London Banker, charging tlint the Four Year Flan is 
breakng down *'the last dams o£ economic reason," declares that "die larger 
part of individual profits has found its wny into the pockets of the State (in 
the form of taxes or loans), and the laying down of new plant (for nrma 
ments and substitutes) lias swallowed up the remainder" 

The confidential Hearts of the illegal German Soaol Democratic rarty, 
now published m Pons, stated not long ago that of 4,638, ooo/xio ma»s in 
new capital issues in 1937, 591*000/300 marks were for pnvatc com 

panics, and all of the utter were in accordance with the Four Year Flan 
^These issues," tan the comment, "are serving military aims in die same way 
as die public loans ^There is no scope in Nazi Germany for fin ancin g any In- 
dustiul development Independent of the aims of autarray" 

Recent corporation lepc^ in Germany indicate, however, "tlut as a conse- 
quence of the withholding of profits from stockholders, and of the excesstvo 
wnting down of assets, industry is m agreat measure able to finance mtpanslon 
out of cunent resources " New York iTmes, January 29, 1936 
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capita]ism>-whe(;her or not the new business can earn a profit 
As subsidies are available to help such a fdant to the po^t of 
production, so subsidies will be available to carry on production 
regardless of loss. 

Who pays for it all? There are two simple rules, which it took 
the Soviet planners much longer to learn x Keep the production 
of consumer goods down if you want to have adequate labor and 
resources to put into investment and non-produchve public works 
2. Keep purchasing power in the hands of consumers down to 
your planned supply of consumer goods if you want to avoid in- 
flation. 

Borrowing, after all, whether short-term or long-term, is not in- 
flationary in itseilf. If it represents a definite taking over of savings 
(whether those savings are voluntary or compulsory does not 
change the economic effect), then it is only a disguised form of 
taxation, with more or less reliable commitments to pay interest, 
and an illusory promise to return the principal amount at some 
future date If it represents a direct creation of credit without an 
equivalent eiqiansion of goods, as some of it undoubtedly does, 
then only is it inflationary But so far the inflationary effect has 
been comparativdy slight Notes in circulation have doubled under 
Hitler, but so has industrial produchon. The nabonal income in- 
creased 50 per cent between 1935 and 19377 and the index of 
consumer goods production showed a nse of 27 per cent But the 
slight pnce rises that occurred would indicate that this was more 
properly a “reflationary" movement than an "inflationary” one 
The cost of living is not above 1920 levels (unless poorer quality 
of goods 18 weighted very heavily) Pnces, of course are all rigidly 
controlled, but that in itself is no guarantee against an inflationary 
nse On the whole it may be stat^ that so rat there has been no 
dangerous inflation of the currency * 

It might be argued Biat Germany is now saddled with a crush- 
ing burden of debt, and a crushing burden of current government 
expenditure. A year ago the national income was estimated at 68 

* Notes in diculation at the end of the year were reported as $jo hDlion in 
loao, 3 6 in 1933, 5 5 in 8 a in 1938 The fonnet figures are &om 

the liCague of NaHons MonniJy fiuJletui of SfdfJsflcs, the lost xioiA flio New 
York^mes of January 26, 1939, giving the addibonal figure of 7 1 billion for 
January 24 
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billion marks, as against a total governmental debt of 57 billion, 
and annual governmental expenditures (including those of gov- 
ernment controlled organizations and local government as well as 
of the national government) amounting to 35 billion But the 
service on the debt is less than a billion marks, many of the recent 
short-term loans paying no interest at all And the cost of govern- 
ment after all merely measures part of the national income in 
process of circulation * 


Planning Production 

The Nazi leaders, for all their mental unbalance in other re- 
spects, have shown extraordinary sanity in their atbtude toward 
money. The Soviet leaders, though properly stressing the need for 
production of real goods m the real world, started with such a 
complete disrespect for the imaginary world of mon^ that they 
made all sorts of trouble for themselves The Nazis, being always 
pragmatists without economic preconceptions, likewise put real 
production first, but— perhaps b^ause they were able to use such 
men as Schacht— they always sensed the importance of a sound 
relation between the mental world of money and the real world 
of goods 

Scliacht put it this way 

*'The whole secret of where the money for our great 
achievements like labor creation and rearmament comes 
from 15 merely a question of financial discipline We 
know there are boundaries for our financial policy set by tlie 
effects of credit expansion on the general economy Tliese 
boundaries are reached when the credit policy ceases to he 
guided soldy by an economically sound relation between 
money and the volume of goods " (My italics ) 

* Remember the Soviet budget, estimated in 1934 to have amounted to 
80 per cent of the national Income Obvioudy tins was not a 
from the national income, but merdy an indicahon of tlie extent to which the 
total circulation of monqr was passing through govemment hands An indi 
viduBi 6 wages, for instance, show up as government expenditures when the 
government u the employer, and consumer purcliases show up as government 
income when the govemment is the actual seller or receives a sales tax. 
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Hitler, in two striking speeches in 1937, put the emphasis on 
production even more rorcefully 

‘‘Money is nothing Production is everything The problem 
of OUT living standard is a production problem, a problem of 
work, the organization of labor and the distribution of its re- 
sults " 

“We have given to tlie German currency that unique and 
only real coverage which is at the same tune the indispensable 
condition of its stability, the stability of its purchasing power, 
namely, goods on the market With every purdiase we made 
we had to have tlie additional volume of products. This sim- 
ple but true National Socialistic economy and currency policy 
has permitted us to increase our production to capacity and 
at the same time maintain the purchasing power of our reichs- 
mark.” 

Mussolini, as 1 have suggested, was far more conservative in his 
monetary views But in Italian &scism, too, there is a consistent 
emphasis on utilizing productive capacity to the full The I^bor 
Chaiter says “From the national point of view the whole of pro- 
duction IS a single process,” which aims at “the wdfare of in- 
dividuals and the growth of the national power ” “Property,” said 
Mussolini on one occasion, "should be considered in its social 
function, not as passive ownership but as active ownership, which 
does not merely enjoy the fruits of wealth but devdops, increases 
and multiplies them.” 

In a sense there is nothing unusual in this emphasis on increas- 
ing the production of wealth All over the world today, perhaps, 
under the impact of Soviet planning, public emphasis has been 
put on making goods rather than “malong money ” If Italy were 
the only fascist country, we might be mdined to conclude that 
there was nothing peculiar m f^cist economic methods, as com- 
pared to capitalist methods, beyond a greater degree of govern- 
ment interference For there is no conclusive proof that the Italian 
economy has surmounted the ills of capitalism But Germany does 
seem to have pushed produchon to the limits of her resources and 
her capacity, and to have given evidence of surmounting the eco- 
nomic maladjustments that lead to depression 
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What then is the nature of this new fascist economy? Is it capi- 
talist or is it socialist? 

Obviously "private enterprise'* and the "profit motiv^* are still 
the prevailing mode There has been nothing comparable to the 
blueprinted production planning of the Soviet Five Year Plans 
Neither Mussolini nor Hitler has indicated any intention to build 
a complete socialized planned economy Mussolini^ in fact^ has 
dcdared himself against a "programmatic" economy Both of them 
have extolled the virtues of individual business initiative under the 
spur of the profit motive, and both of them have protected and 
fostered this initiative as the ma)oi incentive to economic activity 
As the Italian Labor Charter says "The Coiporative State regard 
private initiative in the field of production as the most effective 
and useful instrument of the national interest " In one of Hitler's 
first speeches after taking power, he attacked "economic bureau- 
cracy" and called for "the utmost furtherance of private initiative 
and recognition of the n^ts of property *' 

Yet an American business man would be much mistaken if he 
thouglit such pronouncements meant the same as they do in the 
resolutions of the National Association of Manu&ctuieis Tlie 
whole spirit of fascism is so permeated with the doctrine of the 
supremacy of the state, and all economic activity is so mudi under 
the direction of the state, that the business man m pursuit of 
profit has about as much independence as a squirrel in a revolving 
squiird cage. 

Even thou^ Italian fascism was late in imposing the directives 
on business which were implicit in its social attitude, Mussolini 
declared "hberalism'” ("liberalism always signifying individual- 
ism") dead almost as soon as he came to power It is true that his 
corporations have devdoped mechanisms for directing production 
much more slowly than his magnificent pfronouncements might 
have suggested, for a long time only one (for the "stage") was 
formed, and even when tne structure became more complete the 
questions with which corporations concerned themsdves—matters 
of rationalization, technological improvements, grading, and the 
like— were comparatively minor Yet the whole tendency from the 
beginning has been toward the extension of the machinery for con- 
trolling economic processes. 

German fascism has moved much more rapidly And the ma- 
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chineiy for economic controls is vast and complicated The Nazis 
have even tned one huge expenment in the planning of produc- 
tion outside public worhs and annament, for, as we noted earhetf 
tire Food Estate^ or Keichsiidlirstand, reached out over all phases 
of the production and consumption of food It is worth consider- 
ing in a little detail 

Tlie drastic decrees of tlie “blood and soil" policy established 
the peasant homestead as a sort of inalienable trust (the peasant 
can neither sell his farm nor mortgage it, nor, for the most part, 
leave it) But private property concepts are even more eliminated 
in the supervision that has been imposed on the whole process of 
producing and distributing agricultural products All speculative 
markets and middlemen having been abolished, the Reich, as sole 
buyer, is m a position to dictate* its allocation of gram quotas 
and its grain collections remind one of the most radical phases of 
Soviet collectivization 

The results have been almost as disappointing as in the Soviet 
Union, if measured m terms of quanti^ of output The Nazis 
claim to have reduced their dependence on foreign grown food- 
stuffs from 28 per cent of the total consumption in 192^ and 
2 ^ per cent in 1932 to 17 per cent in 1937 This meant a 
reduction m imported fodder, which has apparently somewliat im- 
paired the quality of livestock Grain harvests have been much 
more dependent on the weather than on Nazi decrees, and in gen- 
eral show little change from pre-Hitler figures Food consumption 
figures are unrdiable and incondusive they seem to indicate a 
shght nse in food consumpbon over 1932 and 1933, but not up 
to 1928 and 1929 levels Talk of acute food shortages has, how- 
ever, hardly been warranted The rationing of fats, and the issu- 
ance of food bekets in certain instances, redeemable only at par- 
ticular stores, seem to have been far more in an attempt to make 
more equitaUe the distribubon of a supply that had ^ways been 
short, that is, to keep the price low m spite of a nse in purchasing 
power, than because of serious shortages 

Nazi agricultural policy has m fact been markedly successful m 
regard to distribution, by contrast to its faOures in me production 
fidd It has given the farmers a much higher income without sub- 
stantial pnee rises to consumers The rarmers* net income rose 
from 300 million marks in 1932 to 2,300 million in 1936 they le- 
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ceived far Ijettec prices chiefly because of the virtual elimination 
of the middleman Yet retail food prices, while showing some in- 
crease from the depression lows, have not risen to the 1928 levds, 
except in the case of sugar and beer Even hostile cntics have ad> 
mitted that so far as there has been any decline m standards of 
food consumption under the Nazis it has been confined to the 
prosi>eious d^es, whose ability to buy fancy imported foodstuffs, 
and butter in any quantity, has been limited 

Outside this far-reaching experiment m planning the produchon 
and consumption of foodstuffs in Germany, then, fascism has left 
the competitive system in operation as regards most of the eco- 
nomic activity concerned with the provision of consumer goods 
and services 

Yet it IS possible that the inner drives of a bureaucratic planned 
economy will push fascism hirthei left in this respect, and that a 
detailed planning of consumer goods production and distnbution 
will be attempt^, as m Russia There are already signs that the 
Nazi agricultural theorists are going to repeat some of the mistakes 
of over drastic control committed in Soviet collectivization The 
constant extension of new controls for the most minute regulation 
of the smallest pliases of production, even of consumer goods, sug- 
gests a trend that is likely to prove more of an impediment to full 
utilization of resources than an aid When quanti^, quality, puce, 
conditions of manufacture and distribution, labor conditions, use 
of raw materials, and access to new capital are all under official 
control, it might almost be better to have a single integrated blue- 
pnnt on die Russian modd Yet if the recent shifts in die Soviet 
Union, towards greater freedom of management and greater free- 
dom of the market in determining price, are an indication, then 
the extent to which the Fascists have retained these methods is to 
their advantage, and their present trend away from them may be a 
temporary phase 

A comparison of fascist and Soviet economics brings out remark- 
able paiallds 

One major test of an economic system is whether or not it is 
liable to depression and unemployment Mussolini's regime suf- 
fered severety from the depression which began there in 1927; but 
as I pointed out, fascist economics was only in its infancy at that 
time The wars Italy has been fighting in Ethiopia and Spam 
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would tend naturally to obscuie normal domestic trends And 
there is no doubt that the Italian economy is still in a moie ex- 
perimental stage than Gennany's So Italy presents no conclusive 
evidence On the other hand, tliere is no doubt that Nazism has 
eHiminated unemployment, and the most recent news is tliat labor 
shortages are being made up by tlie importing of Italian laborers 
The recession of 1937 seems to have had little or no effect on 
Nazi progress 

Tlie Soviet Union, interestingly enou^i, eliminated unemploy- 
ment only when it undertook the vast capital expansion program 
of the first Five Year Plan Under War Communism, as we noted, 
production almost stopped, and millions of jobless city workers 
went back to the land In 1923-24, under the NEF, there was a 
senous depression with much unemployment, and as late as 1929, 
when the first Five Year Plan was not fully under way, there were 
a million and a half workers looking for work. 

The dimination of depression and unemployment seems then 
to have little to do with whether ownership of the means of pro- 
duebon IS socialized or remains in private hands. What iS crucial 
IS whether there is adequate planning and conbol of new invest- 
ment in capital construction— and from the point of view of 
diminating unemployment it makes little difference what this con- 
struction consists of It may he mines or steel mills or fectories for 
the future production of consumer goods or of more capital goods, 
it may be "public works,” usdul or useless, or it may he mere in- 
struments of war, and the expansion of plant for waging more 
Active war 

Another way to look at this test is whether or not the economy 
produces plenty If one ignores the question "Plenty of what?" it 
may be said a^in that fascism like Sovietism can produce up to 
the limits of the productive capacity of the nabon It is true that 
in the early stages of fascism there were indications of "scarcity 
planning ” One of the boasted accomplishments of the new Beet 
Sugar Gomoration in Italy was a reduebon m acreage, we are re- 
minded of the New Deal, which, in spite of emphasis on the 
"more abundant life^” applied planning methods most effecbvely 
in the AAA to limit production Nazi planning, too, bore some of 
the earmarks of “scarcity plannin^^ in its ea^ stages, when the 
Nazis were still concerned more with trying to make jobs for idle 
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worlceis and with "spreading the work" than with finding workers 
for jobs, labor-saving machinery was discouraged, and one decree 
even forbade the operation of labor-saving machinery whose use 
hpd been discontinued during the depression But there has been 
no recent instance of this sort, and with the present shortage of 
labor the trend is undoubtedly the other way 

If the test of plenty is the level of consumer goods production 
then the Soviet Union and Nazi Germany must both be consid- 
ered to liave failed But if plenty be taken to include armaments 
and capital construction, then both have succeeded Tlie 15 billion 
dollars' worth of armaments Germany has produced may be a gnm 
comment on the moral levd of our civilization, but it is certainly 
an economic triumph. 

It IS difficult to make a companson between Germany's capital 
construction and that of the Soviet Union, for Geimany was al- 
ready a highly industrialized country when Hitler came to power, 
and the Soviet Union 1$ still building its basic equipment. More- 
over, the emphasis on substitute industries in Germany— for wood 
fiber textiles, extracting oil from coal, synthetic ruhher— requires 
heavy investment with little to show for it except military self- 
sufficiency. The investment index was 34 4 m Germany in 1932, 
and 124 4 m 1937, the latter figure represents no mark^ advance 
over the 1929 &se figure of 100, while Soviet investment has mul- 
tiplied five or SIX times in the same years One of the few bases of 
comparison is the production of coal and iron, in which, up to 
1935, the Soviet Union was catching up to Germany, hut in which 
Germany J$ now getbng farther ahead once more Here are tlie 
figures iot average monthly production in some recent years m 
thousands of tons. 
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If we were justified in assuming that Soviet planning methods 
are capable of building up the productive plant to produce abun- 
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d^nce, not only in raw matenals and more factoncs, liut m cQn> 
sumer satisfactions, then it aeenis a justifiable assumption that tlie 
Nazi economy could do so if it had the necessary resources. 

In any case there is a basic parallel between the Nazi and the 
Soviet economy in their methods of channeling productive xo- 
sources into investment and financing them. Tlie difference be- 
tween private ownership and public ownership, pnvate enterprise 
and public enterprise, pnvate investment and public investment, 
as distinguishing the fascist from the Soviet economy, appears to 
be largely verbal and legalistic It has been said that under Nazism 
"private management is left intact, but it 15 permitted to function 
only in line with detailed government instructions ” In view of 
the extent of tliese instructions the word "intact** is optimisticl 

The role of the profit motive in the two systems is not on the 
whole very different The chief distinction between the ^‘private" 
profit of Uerman industry and the profit which Soviet managers 
try to show on their books, is that in the former case the profit 
passes through the bank accounts of the **owneis** before being 
taken by government agencies for new public investment, while 
Soviet profit passes directly through the Prombank and the Treas- 
ury into new pubhc investment, and that m the former case a 
somewhat larger portion of the profit may be diverted into con- 
sumption, particularly of luxuries, than in the case of the Soviet 
managers and bureaucrats. 

As for the role of the market and the "puce system,** we have 
seen that it was destroyed m the Soviet Union and has of late 
been more and more reinstated, though under complete public 
control, in the fescist countnes it has functioned throughout the 
penod of transition, but has come under almost equally complete 
public control Moreover, if we are to trust the available figures 
on pncGs and currency m circulation, as wdl as Hitler’s pronounce- 
ments on die function of money, we may say that the Nazis have 
learned how to keep a balance between the quantity of purchasing 
power and the available goods on the marW, and how to use 
pnee controls to maintain that balance, much more quickly than 
did the Soviet planners 

A young Roman Blackshirt once told me that Mussolini could 
introduce commumsm m a single day, and since most of the ma- 
chinery for communism was already available, the only people 
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who would notice any difierence would be a comparativdy small 
number of still wealthy capitalists The day has not yet arnved 
But if the much more rapid evolution in Nazi Germany is an in- 
dication of direction, the day may be mudi closer than most ob- 
servers have thought 

Fascism versus Democracy 

Wlien Russian communism was in its most explosive stage im- 
mediately after the war, its armies threatening to overrun Europe, 
its brother movements in Germany and Hungary and elsewhere 
giving promise of being able to carry the "world revolution” 
through to completion, many people thought of it as the "enemy 
of civilization ” Even the liberals who then bravdy defended it 
because they understood that its bmtalities were merely the ex- 
pression of an upheaval against oppression, and knew that its faith 
was founded on the same scientific and humanistic tenets as lib- 
eralism Itself, might have shared the conservatives’ alarm if they 
could have known how its totalitarianism in politics and m 
thought would perpetuate itself 

Today fascism is in an explosive stage Conservatives and lib- 
erals alike feel its menace It has not even the mitigating back- 
ground of communism. Even when left-wingers recognize that it 
IS abolishing capitalism and building a collective economy, they 
can see it as nothing but the incarnation of evil because of its 
Climes Whether or not the word socialism can be used of a so- 
ciety where there are none of the freedoms known in the democ- 
racies, and no indication that such freedoms are desired as an 
ultimate goal, certainly fascist economics can be nothing but repel- 
lent to the believer in a democratic planned economy, however 
much he may marvd at its efficiency 

This book IS die story of my search for an understanding of 
the basic economic problems, and 1 have no intention of being 
diverted at this point into an analysis of fascism as a political and 
social phenomenon, or into an estimate of the extent to wlndi it 
18 in fact a menace to "civilization " But there are certain of its 
social and political aspects which have a bearing on its economic 
devdopment, and which can be fully understood only in relation 
to its economic devdopment Our economic analysis should help 
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US understand, even if it cannot make us more tolerant of, the 
fascists' emphasis on aggressive war, their glonfication of dictator- 
ship and 'leadership," and their hounding of the Jews 
Autarchy or economic self-sufficiency was an obsession with 
German nationalists after tlie experience of the Allied blocl^de 
in the last war, and the tendencies of Italian ffiscism in the same 
direction were exaggerated by the imposition of sanctions dunng 
the Ethiopian conquest Autarchy is a turning back to reliance on 
one’s own resources, and has nothing in common with tlie im- 
perialistic search for foreign markets and fields of investment that 
characterized pre-war capitalism, yet it may be equally imperialistic 
in its own way. It must sedk to incorporate or control terntones 
whicli may furnish the resources for sdf-sufficienc^ 

To be sure, the economic drive of "autarchic imperialism” is 
not the only reason for fascist belhgerence. Italy’s ventures in 
Ethiopia and Spam have been equally motivated by the desire for 
glory and power and prestige, nurtured by the neurotic national- 
ism of which fascism is as much a result as a cause And the 
Nazis, especially Hitler, are so inspired with megalomania and the 
desire to aven^ the humiliation of 1918, that romantic dreams 
of empire may have more effect than economic compulsions. But 
the economic compulsions are real nonetheless 
One of the early fallacies about fascist economics expounded 
by the Marxists, though now largely discredited, was that fascism 
was a final phase of capitalist imperialism. Today this interpreta- 
tion is given fresh support by the Nazi demands for colonies, and 
by then energetic attempts to capture markets in South America 
and elsewhere No evidence has been adduced to show that the 
initiative for this revived "imperialism" comes, as it did before 
1914, from capitalist business men trying to make profits out of 
exporting goods which th^ cannot sell at home, or looking for 
opportunities to invest accumulated capital funds which thw can- 
not invest at home Once more this ^'imperialism" is to to ex- 
plained in terms of an autarchic planned economy, seeking to 
assure for itself those raw materials which it cannot produce at 
home There is no essential difference between the Nazis' mteiest 
in colonies and export markets, and the Soviet Union'^ interest m 
the far-flung possessions it mhented from Gsnst imperialism, 
and its interest in foreign markets during the first Five year Flan, 
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when it was desperately trying to assure supplies of vital imports 
by “dumping” it; products abroad * 

If fascism means military mi^t and imperial conquest it also 
means absolutist dictatorship And here again, though there are 
ideological and social causes for this emphasis, there is also an 
economic explanation Laissez fane capitalism seemed the source 
of Germanys and Italy’s economic woes Germany in particular 
had seen Socialists and capitalists both unable to cope with de- 
pression and unemployment. Vigorous economic poliaes seemed 
called for, and it was the easier to impose ngid economic controls 
the more rigidly totolitarianized were all other features of the 
regime. 

Here, once more, a parallel with Soviet expenence can he drawn 
The dictatorship was justified as necessary to achieve economic 
success The new economic controls came most simply through 
dictatorial methods of a war character The Nazis did not go so 
far m subjecting all economic activities to authontanan direction 
as did the Soviet planners, but m at least one cose, that of agricul- 
ture, they seemed likely to go to die Soviet extreme, and to be 
making me same mistake of destroying the effectiveness of the 
market mechanism Everywhere economic activity has been ham- 
pered as much as it has been encouraged by an overdaboration of 
bureaucratic machinery and regulation It is conceivable that there 
will be a return to a greater approximation of a free market m 
Gennany as there has been in the Soviet Union. 

When one comes to the more brutal aspects of the Nazi dicta- 
torship-concentration camps, suppression of civil liberties, burn- 
ing of books, purging of universities— the connection with eco- 
nomics 1$ more remote Yet many of the same features cliarac- 
teiized the Russian Revolution, and indeed have ct^tacterized 

*An cditond in the Na2i VoeJkucher Beobachter, tlie di^ befbie the 
Munich tetdement, sought to reassure Bntlsh impenaluni that it no 
nval in Nazi Genna iw With all the smugness of an editoral m die Moscow 
Pravda it declared "The goals of Nations Socialist world pohdcs are not to 
aub)ugate any other people, but to give an example of how national economy 
can DO made depression proof We are not carrying throu^ our Four 
Year Plan to effect any industnal offensive ^inat any other peo^ ” Sm also 
Economics Minister Funk's statement of Cfeimany's economic aims in cen 
tiBl and southeastern Europe, as reported by Tedischus in the Times. Octo< 
her 18, 1938 



THE FASCISTS PLAN WITHOUT PLANNING TO 183 

every revolubon Is fascism of its very nature brutal, or 1$ the bru- 
tality symptomatic of a social revolution, which is basically eco- 
nomic? itiis cannot be answered with any assurance Certainly 
an increasing number of observers are noting that fascism has not 
only the negative hut the positive features of a social revolution- 
social equalitananism, fanatical faith, dynamic enthusiasm in the 
younger generation, a widespread belief m a world mission Yet 
the ideology of fascism, with its ^onfication of sheer animal 
strength, can make it unspeakably sadistic 
Most of all in its anti-Semitism do all the degenerate and psy- 
chopathic features of fascism come to the surface, and anything 
hke a complete economic interpretation is out of the question 
Yet it IS probably true that many elements in the Nazi regime 
saw in anti-Semitism more a means of hastening the transition 
from capitalism to a planned economy Uian a mere outlet for bes- 
tiality In Austria especially, the persecuhoii of the Jews seems to 
have been utilized as the easiest method of destroying the power 
of private business, and the expropriation of Austrian Jewish prop- 
erty was touted througliout the Danubian region, particularly 
among the peasants, as proof that the Nazis were carmng through 
a social revolution Those leaders of the Four Year Plan who may 
not be personally anti-Semitic no doubt condoned the similar and 
far more drastic expropriation of Jewish business properties in the 
pogroms of November, 1938, on the ground that it was essenbal 
for the "co-ordination” of the Nazi economy, and obviously the 
"fine” levied on the Jews following the wrecking of tlieir shops, 
as if to fling Nazi cruelty m the face of the civilized world, was a 
convenient way of raising government revenue 
From all of this it would appear tliat what is most offensive m 
fascism to all those who bdieve in world peace and decency and 
who chensh democracy is at least parbally explicable in terms of 
economic changes The economic transibon under way m the 
fascist countries is part of a profound social change, a tiansfoima- 
bon that can indeed be called revolutionary Its violence, its 
menace to democtacy, to civilization itself, may be the temporary 
aberration of this period of great strain If our geneiabon can 
survive this period perhaps wliat remains will not be merely a 
memory of tenor. 



Chapter Nine 


MORE AUTHORITARIANS 


I T IS easy to think of the struggle between communism and 
fasasm as dominating the present-day world Tlie totalitarian 
regimes seem to be tearing at Uie lemainniE countries from 
left right, inside and out, seeking to force them to conform 
to one or the other pattern Spam was often cited as the preview 
in miniature of the titanic world struggle yet to come. Depend- 
ing on the point of view, the outsider was likely to see one side or 
the other in Spain as fighting a defensive battle against the en- 
croachments or a portentous international *'ism " Supporters of tlie 
Loyalists tended to see the Civil War as a defense of democratic 
civilization against the "fascist international” Those who sided 
with Franco, chiefly Catholics, saw the struggle as a defense of 
Christian Spain against the depredations of the Communist In- 
ternational. Odieis again, more awed by the sheer horror of the 
contest itsdf, saw Spam as the first victim of a war between com- 
munism and fascism, m which democracy and humanity would he 
cruslied regardless of the victor 

We have noted how complex are both types of regime, the 
communist and tlie fascist, defying the simple characterizations 
that are souglit to he imposed on them Yet as compared to the 
non-communist and non-fascist world they give a vivid impression 
of coherence and understandabili^ If it is wrong to give a snap 
label to Russia or Germany or Italy, how mudi more wrong is it 
to thmk of the world confronting tliem m the oversimplified 
terms of "democracy,” "freedom,” and "capitalism”? 

If you liave ever travded m Russia or Germany you must have 
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had somewhat die same sense of bewildennent that t have had 
in coming back to France or England or the United States the 
"democratic” "capitalist*’ countnes defy pigeonholing Tlie inter- 
ests arc so many, they are so out in the open, then voices— gov- 
ernmental, private, coipoiate— are so discordant, as compared to 
the stability of the monolithic state, where there is one authority, 
one interest, one party, one voice Yet, even as you are acutely 
conscious of the differences between the totalitarian regimes and 
the democracies, so the next moment you are conscious of the 
similanties Externally life is mudi the same everywhere People 
walk the same streets, work at tlie same jobs, rely on the same 
street car and telephone and municnjal services, eat, drink, sleep 
and laugh m much the same fashion 

From what 1 have seen of the world. East and West, I am 
convinced of the essential likeness of human beings In their atti- 
tudes and habits and technical adjustment to tlieir environment 
(always mabng allowances for primitive survivals) the Japanese 
and the Frenchman, the Russian and the American, arc very much 
alike 

It is natural, therefore, that m their group relations and then 
social arrangements in this particular period of history they should 
follow similar patterns In the previous few chapters of this book 
I have sought to show how the communists and the fascists are 
following closely parallel, or rather converging, lines in the de- 
velopment of new economic folkways In this and the following 
chapter I am interested m showing how, beneath all the diversity 
of interest and institution in the rest of tlie world, there is dis- 
cernible a common pattern of economic development, which, at 
least potentially, is not far from that of the authoritanan collective 
states 

An unprejudiced man from Mars would be astounded, not only 
at die similanty of the two new contending forces of fascism and 
communism for which no destructive saennees seem too ccutly to 
their adherents, but equally perhaps at die similarity of institu- 
tional arrangement in the other countnes, where likewise people 
are willing to kill and be killed to preserve therr own shibboleths 
More concretdy he would find that in every country, communist, 
fascist, democratic, or what not, there is the same rapid evolution 
of methods of group action, or collective acbon, in die matter of 
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supplying goods and services To nsk, for once, a word I liave 
been trying to avoid, it is possible to speak of the universal growth 
of “socialism," regardless of the nominal form of government, and 
regardless ot what class or interest happens to be dominant 
It would throw this book out of proportion to enter into an 
extensive discussion of all the major economic changes of the post- 
war world in every country, The most that can be attempted is 
the citing of the major types of economic development, first 
authoritarian and tlien democratic, in the significant countries 
Yet it will be noted that most of the pressures toward collective 
economic action are to be found in every part of the world today, 
and many of them have already been discussed among tlie sources 
of authoritarian collectivism in the Soviet Union and the fescist 
states 


Tlirough War to Fascism in Japan 

War IS the most rapid collectivizer in the modern world, as I 
have had occasion to point out more than oncOi particularly in 
the chapters on fascism Nowhere has war socialism proceeded so 
rapidly as in Japan Fascism has in fact come to Japan in spite 
of the failure of fascist groups to capture power directly as they 
did in Italy and Germany Yet the extreme degree to which eco- 
nomic planning has been imposed— combining “the best features 
of communism and fascism" according to some Japanese leaders 
—suggests that the most effective method of destroying capitalism 
today is warfare* 

Yet there was much in modern Japanese history to make its 
adoption of a fascist collectivism easy and natural 

My only visit to Japan was in the spring of 1931, before events 
began to happen with startling rapidity 1 was completely charmed 
by the outward graces of this civilization that seemed to have 
taken all that was best from the West, and letamed all of its own 
best I was hardly equipped to realize how much instability tins 
outward appearance hid 

Japan went through the whole evolutionary history of capital- 
ism at breakneck: speed With virtually a feudal economy at the 
time of Perry's landing in 1854, all the symptoms of monopoly 
and banking capitalism and commercial imperialism developed in 
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£he space of two generations As one observer bos put it, Japanese 
capitalism became ‘Gotten before it was ripe ” At the time of the 
Manchurian “incident'^ in 1031, when the shift to fascism began, 
fifteen closdy held monopolies controlled 70 per cent of Japan's 
industrial and commercial activity Tlie political institutions mod- 
eled on the “liberal democracy" of the West served in purer fash- 
ion than anywhere else the cl^s interests of tlie few great capital- 
ists the rapacious exploitation of the many by the few, and an 
astonishing political venality and corruption, had spread over the 
whole surface of what was still in spint a feudal social order 
In spite of a superficial flaring of communist revolt, particularly 
m the umveisiti^, discontent was piimaiily from the middle 
classes. In the Japanese social structure the capitalist class and 
the capitalist interest were concentrated in a tiny group, and die 
industrial proletariat was smaller than in any other important 
country, only 19 4 per cent of the population In contrast was an 
unusua^ high x^opoition engaged in commerce (151 per cent) 
and in public service and the liberal professions (6^ per cent), 
the bulk of the remainder being peasant fanners, debt-ridden, 
increasingly reduced to tenancy, and in the grip of economic and 
social forces ih^ could not understand 
The peculiar feature of Japanese fascism is the idle of the army. 
Inculcated with the traditions of the feudal “knights," the samu- 
rai, who had held money to be untouchably filthy, and drawn 
largely from the countryside ratlier than the city, the army had 
at neither top nor bottom any reason to love capitalism or the 
capitalists. Its older leaders, however, have been inclined to be 
tolerant of the capitalist interests that had obviously been respon- 
sible for Japan's meteonc nse to the rank of a first class power, 
and have apparently fdit these interests could he used further to 
increase Japan's greatness; the younger officers, closer to the pov- 
erty of tne people and more recldess, have been ready to wipe the 
“corrupt politicians and self-seeking capitalists" off the map 
In September, 1931, came the Manchurian incident, in which 
the younger military first forced the hand of the politicians. Six 
months later occurred a wave of terrorism. Premier Inouye, son- 
in-law of the head of the Mitsubishi monopolies, and Baron Dan 
of Mitsui, head of the Mitsui clan and its even vaster interests, 
were among those assassinated in plots that were aimed at all the 
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big banking and industrial leaders and their political connections 
Tlie Mitsubishi Bank was futilely bombed Tlie young military 
nationalists who were implicated were treated with extraordinary 
leniency by their military superiors But the agrarian fascist leader, 
Tachibana, who had been urging a united front of peasants and 
army to establish a "national social planned economy” through 
the nationalization of banks and industries on a co operative basis, 
received a long prison term for his alleged incitation of tlie plots 
General Aiaki and the military leaders apparently hoped to use 
the revolt for their own purposes, whicli involved military ag- 
grandizement without too great a break with capitalism 
In 1934, with tlie conquest of Manchuria achieved, the Press 
Bureau of die War Department issued an official pamphlet de- 
claring 

*The present economic system has been developed on the 
basis of individualism It is desirable that the people should 
abandon their individualistic economic conceptions, instead 
th^ should recognize the importance of a collective economy 
The state should rigidly control the entire national economy ” 

The military services were in fact carrying on a constant agitation 
for economic and social reform, stressing particularly the poverty 
of the peasantry Individualist, "liberal” laissez faire ideas had 
never taken de^i root m Japan It was a short logical s^ep from 
the paternalishc, military, feudal concepts, in a state where busi- 
ness and government had always been tied dose together, even 
at the heiglit of capitalist devdopment, to concepts of a totali- 
tsnan collectivism. Japan^s meager resources and crowded popula- 
tion but emphasized the trend As General Isogai put it a few 
years ago "Japan naturally requires a planned economy more 00m- 
prdiensive in scope than that required by any other country” 
The idea of a Five Year Flan on the Russian modd was put for- 
ward as early as 1932. 

Tlie next stage in this curious transition to "military socialism” 
was the "incidenf* of February 26, 1936 Assassination of a new 
hatch of "corrupt politicuins and sdneekmg capitalists'^ was at- 
tempted Among those who fell was Fmance Minister Takahashi, 
dose to another of the great "monopoly” interests, that of Yasuda. 
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Among those who escaped was Prince Saionji, last of the "liberal" 
Elder Statesmen, uncle of the head of tne Sumitomo family- 
combine Leading figures m the three greatest business combines, 
Mitsui, Mitsubishi and Sumitomo, which together were supposed 
to control 25 per cent of Japan’s business life (and which together 
were said to liave made a profit of 34 million yen in the devalua- 
tion of the currency in 1931, thanra to their political ties), had 
now been subjected to murderous attack, and no man of wealth 
felt safe any longer They were now more ready for a foreign war, 
as tlie only heme of diverting popular unrest, tliougli th^ must 
have known that war would more swiftly complete the collec- 
tivizing of the economy 

Offensive war seemed a way out to all those concerned with the 
poverty of Japan and its peerole The sinews of industry— coal 
and iron and oil— as well as other basic raw materials like cotton, 
were inadequate or entirely missing, even after the annexation of 
Manchuria 

A threefold solution began to present itself development of 
home resources, trade, and conquest The first meant the exploita- 
tion of Japan’s existing resources to the limit, through industrial- 
ization, rationalization and the development of substitute indus- 
tries As early as 1934 an Oil Control had been set up, which 
among other purposes was to work on the problem of synthetic 
liquid fud from low-grade coal deposits Here as always a shortage 
or private capital, even under semi-compulsion, pointra to the use 
of public funds and government enteipnse The proposed Five 
Year Plan to expand productive capacity in every possible line 
finally blossomed early in 1937 Its emphasis on expansion pro- 
grams ranging from twofold to sevenfold, parhcularly in the basic 
raw materials, and in the heaw industries and chemical industries, 
while not as ambitious and all-inclusive as Soviet Five Year Flans, 
was for more like them than like the Nazi Four Year Flan Its 9 
bflhon yen cost admittedly would far exceed the existing econ- 
omy’s "capital accumulating power " 

The second phase of the Kan involved the complete rationaliz- 
ing and contrdling of Japan’s foreign trade Japan’s demand for 
markets was far less motivated by hope of pnvate profit than the 
requirements of a planned economy dependent on the outside 
world for vital materials 
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A montli after the proposal was announced came the "incident** 
at Marco Polo Bridge, once more due apparently to the younger 
military radicals who fdt there could be no economic solution 
without the third item, conquest By the end of a year of war, 
the planned collectivism of a war economy was in its advanced 
stages The following list of agencies should show what sort of 
economy Japan now has. 

National Planning Board For co ordination of industnal ex- 
pansion, particularly new investment 

Fnce Policy Comnlission For price controls As yet there has 
been no serious price inflahon 

Commodities Control Bureau To allocate scarce goods for ii> 
dustrial and individual consumption. 

Trade Control Commission To license imports, to conform 
to tile requirements of the war machine rather than con- 
sumer wants 


In addition there is ngid control of foreign exdiange and of the 
stock exchange The central bank and one-third of the commercial 
banks have long been publicly owned For some time there have 
been mecial controls for vanous industries, shipping, automobiles, 
steel All war industries are now under particmarfy stringent su- 
pervision Raw materials and semi-Hnished goods ate rationed. 
Mergers, new businesses, capital expansion, m any business, may 
be compelled or forbidden as the government diooses Finally, 
the Industry Mobilization Bill, which the Diet rejected but whicm 
the military have been putting into effect nonetheless dunng re- 
cent months, permits government control over nil production, 
prices, wages, profits and investments 
There is evidence tiiat the millionaire monopolists of Japan are 


* It Is significBQt in this connection that Business Week, which dedaied 
that die Japanese Five Year Plan would result in "almost as strict mvem 
mental regunentation as has the economic Ute of GemuuWi Italy and Russia/' 
could thi& of nothiim worse to say of the Industrial Mobilization Bill than 
that it was like tiie Bill introduced in the American Conaess The May 
Bill, formerly the Sheppard HiU Bill, and originally sponsors the War 
Department and the Ainencan L^on, has been most violently denounced by 
the radicals, thou^ its proposal tor a war economy would carry the country 
farther from laissez fane capitalism than * 


have put forward 
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still m the picture and are sbll making handsome profits But 
the totalitarian regime to which Japan has so swiftW succumbed 
seems to believe, as does the Nazi regime, that probt'talcmg capi< 
talists me a useful device for allocating resources and labor to 
capital expansion and public enterprise. Tliey might today be 
compared to the ‘^tax formers" of the Roman Empire or tlie 
French monarchy, who were permitted to grow rich in the process 
of filling die public coffers In a poor country hke Japan the 
abolition of the little group of capitalists would merely force the 
government to pay for its program of industnal expansion and 
war entirely out of taxation and credit manipulation and infiO’ 
tion— instead of only partly 

Moreover, the Japanese planners, no less than those in other 
countries, Imve found that direct state operation of enterprises is 
meflScient They are now encouraging "pnvate enterprise" in the 
development of Manchukuo and conquered China But this seems 
to mean largely the use of the "business corporation" as a form 
(like the autonomous Soviet "trust*’) for secunng concentration 
of responsibility and initiative 

So long as the controls over every economic process, particularly 
those concerned with the basic capital equipment, ore all in public 
hands— and there is no reason to expect that th^ will ever a^in 
be relaxed— it is hardly possible to think of the capitalists retain' 
mg any other funchon than that of coupon-clippeis for the gov' 
emment The capitalist system in Japan, weak enough when the 
Chinese war started, was one of its first casualties. 

Civil War Makes Strange fied-Fellows m Spam 

Another war is ]ust coming to a close in Spain On both sides of 
the contest the omtal necessities of war tended to hiusli aside 
the idedogies of the contestants After two years of fighting it is 
probable that economic processes on the two sides of the front 
line were not dissimilar 

On the Loyalist side a social upheaval from the bottom began 
in 1936, as both a cause and an effect of the lebdlion With a 
long anarcho-syndicalist tradition, tentatively allied with socialist 
and communist movements, the first months saw all the symp' 
toms of a revolution that would destroy capitalism from the hot 
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tom up Factories were seized and run by the workers, 60 per cent 
of tlie land was collectivized, the dictatorship of the proletariat 
was very nearly a fact 

That later the ultradeftists complained the struggle had been re- 
duced to a defense of bourgeois democracy was not due alone to 
pohbcal exigencies, though, m view of the necessity of winning 
middleKAass support both at home and abroad, politics played 
a major part Almost as important were the exi^ncies of war 
Factories in the liands of sdf disciplined workers may run efE- 
ciently after a generation of schooling, but war products liad to 
be turned out instantly Collectivized rarms run by peasants hardly 
out of serfdom do not produce as much food as peasant home- 
steads, competing m the market So private enterprise had to be 
encouraged, whether the revolutionists liked it or not Yet so far 
as banking and investment are concerned, and the types of pro- 
duction panning and price controls familiar in the fascist regimes, 
here was collectivism— perhaps not the democratic "socialism” 
hoped for by some of Ihe revolutionists, for the authoritarian dis- 
ciplines required by war are the same everywhere— but a collectivist 
economy nonetheless 

1 am here less concerned with Loyalist Spam, however The 
shift to the left might have been expected, since a social revolu- 
tion was under way and radicals were in large measure m com- 
mand— thou^i the subsequent shift to the ii^t might liave been 
unexpected, to anyone not familiar with the course of Soviet 
economics. I am more concerned with Franco Spam for the pur- 
poses of tins inquiry It has been so usual in liberal and radical 
circles in America to think of Franco as the archetype of reaction 
—not merely capitalist-imperialist reaction, but clerical and feudal 
medievalism, even Stone Age savagery— that it takes temerity to 
suggest that Franco is building the same kind of new economy 
as the Loyalists would have built had they won 

Here again the impact of war and the elements of fascism tended 
to drive the Rebels to the 'left," even though it may be largely 
tme that m the beginning they were support and promoted by 
the most reactionary elements m Spam * 

* This chapter was drafted while the outcome of the war was still uncertain 
At die moment of going to press Franco appenis to have won In his hour of 
tnumph it may be that reaction will once more seem to be his guiding prm 
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It was early apparent that the revolt had a vitality and a popular 
support which could not be accounted for if one thought of it as 
merely a grandees' counter-revolution The army under any regime 
IS a collectivist institution, as we have seen, a job holding bureau- 
cracy with its own class interests, a sort of "middle class" But 
more important was the mass organization of the Falange, which, 
with a membership variously estimated between a million and 
two million, drew its strengdi originally from tlie younger ele- 
ment of the professional and middle classes Here a^in was the 
mass base for a war collectivism, making of the Franco movement 
essentially another example of fascism 

In the beginning the Franco revolt was an army revolt, financed 
by a few big capitalists, landowners and anstocrats, and supported 
by the Gamolic Ghurdi and other reacbonaiy elements They 
found a middle-dass fear of proletarian revolution already strong 
As the revolt devdoped into a full-fledged war the reactionary 
dements were forced in a fascist direction for three reasons tlic^ 
were dependent on Italy and Germany for matenal and techmem 
aid, tliey required popular support, without which modern war 
cannot be fought, and they had to put their financial arrange- 
ments and their whole economy on a sounder hose than that of 
the few pnvate fortunes witli which they started 

The resulting economic structure is a totalitanan state whidi 
bears considerable resemblance to both Italian and German fiis- 
cism, draws rather more from Gathohe social doctrine than Mus- 
sdini, but IS necessarily shaped most markedly by the exigencies 
of war 

"Economically Spam is a gigantic syndicate of producers whidi 
we shall organize co-operatively by means of a system of syndicates 
according to branches of production” This is how certain un- 

aple there is even talk of restoring the monarchy Vet I am convinced that 
the forces of economic change that were let loose on both sides of Uie Civil 
War cannot be long sufmiessed The end result, even with a Franco victory, 
IS bound to be very similar to wbat it would have been if the Loyalists had 
won This is not to say tlint for me or any other believer in democrat there 
could ever be any queshon of personal ncutrabiy in the struggle On the 
Loyalist side die social revolution was m the direct tradition of liberalism, 
humanism and democracy (m spite of some early and inevitable excesses), 
while on the Rebel side any construcbvc social change will be blind and bnital 
because latgdy inadvertent 
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named Franco ofEcials described the "national svndical state” to 
an interviewer Since "the state must be a Catnolic state, boft 
from a social and cultural point of view/’ adherence may be as- 
sumed to the "corporative” principles of the Papal En^licals 
A "Labor Charter” on the Italian modd has been adopted, pro- 
pounding the "right to work” as well as the "duty to work" and 
"abolishing” tlie dass struggle "We shall defend the tendency 
toward nationalization of banbiig services and of the great public 
services,” is another statement in the same interview 

All this mi^it be thought empty verbiage if it were not borne 
out by actual trends 

Licensing provisions for exports and the limitation of imports 
to needed war materials and an "exeliange control committee” to- 
gether imply the complete control of foreign trade, and have 
allegedly resulted in a p^-as-you-go financial policy which has re- 
quired little inflation Ine textile industry has been devdoped 
with public aid Tliere is an officially recognized monopoly for 
buying oil Mining properties remain under pnvate ownerslup, 
much of it foreign, but "all trading in mining property, bonds or 
shares” has been banned, to keep the industry "under the control 
of the highest autiionty ” A "technical junta” of capitalists and 
government specialists integrates tlie whole economy for war pur- 
poses. Price controls seem to be widespread 

Th^ress has become in effect a government agency, for, as it 
was omcially stated, "Journalism must be rescued from servitude 
to capitalism or to revolution or to Marxism ” 

Collective controls are being increasin^y imposed on agricul- 
ture. The National Wheat Service allots quotas of production to 
farmers, sets an official price and buys the entire production, thus 
claiming to diminate low pnoes, overproduebon and speculation 
Land distnbution has been promised, and some beginnings seem 
to have been made Communal ownership in villages is to be "re- 
constructed " Tlie peasant family homestead is d^ared the basis 
for a strong states but it is to be highly organized under syndicates, 
communes and government agencies, to promote fertdity, affor- 
estation, more produchve livestock and stable puce levels. 

All of these measures and pronouncements are necessarily sus- 
pect Ihere is still little accurate information about Franco Spain, 
and it IS easy to mistake mere windy generalizations, intended to 
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Win popular suppoiti for actual accomplishment It does seem, 
however, as if the influence of reactionniy elements in the re- 
bdlion has been steadily waning, while the "red or reddish” senti- 
ment of the Falange, as one correspondent described it, has been 
on the increase War, moreover, to repeat it again, is the most 
potent force toward totalitarianism It is not possible to go back- 
ward Spain, under Franco, will not be a pleasant place to live 
in But it will never again be what it was before the republican- 
socialist revolution of 1931 or what it was before die enforced 
collechvism of a bmtal civil war 

An able correspondent, Harold Callender of die New York 
Times, declared, after a survey of Franco Spam in the spring of 
1938, that, even if Franco won, "It seems accurate to say— and 
conservatives have admitted it to this writer— tliat the Left will 
achieve its revolution after all ” 

The greatest tragedy of almost any war is that, no matter what 
the brutality of the killers and no matter what the idealism of the 
killed, it so often makes little difference who wins Is all the pain 
then for nothing? Or is some of it the pain of hiith? 

The Backward Countries Look to the Left 

This is being written at a time when the agony of Spam and 
China seems likely to become the agony of all the world Opti- 
mism about the luture of civilization might be thought almost 
fatuous Yet if the pattern of peace and plenty is to he fashioned 
out of a new ordering of economic arrangements, then it takes no 
htuous optimist to see this pattern emerging out of the most un- 
promising situations 

Carry through a hypothesis Imagine a country where a dictator, 
closely allied with the financial and business magnates, seizes 
power purely from motives of greed and personal aggrandizement 
The last flickers of freedom and democracy are snuffed out To 
enhance his power in the modem world that dictator must regi- 
ment his country along the lines of military collectiYism we have 
been describing More and more of the functions of the com- 
munity will be taken Over by the governmental apparatus. Re* 
sources, whether natural or industrial, will be devSoped at top 
speed, with the finances of the state tabng a leading role. Since 
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neither the country nor its government will be able to hold its 
own in the power politics or the twentieth century if tlie people 
are desperate with hunger and revolt, it will be to that dictator's 
interest to promote public health, social services, a high levd of 
production and employment * 

This hypothesis cannot be made by a Marxist For to a Marxist 
there are only two possible social forms toda^, a capitalist society 
ruled by a capitalist class, and a socialist society ruled by a work- 
ing class Since our hypothetical dictatorship is obviously not the 
latter, it must be the former And since the ''contradictions” of 
capitalism require scarcity and poverty and depression, it is in- 
conceivable that a dictator could achieve any such results as those 
suggested Yet the Marxists have been forc^ to postulate "Dona- 
parhsm” a temporary stage in which a political dictator rises 
superior to the class struggle, while the contestants in the class 
struggle lie eidiausted The classic case was Napoleon What the 
Marxists cannot permit themselves to imagine is a condition 
where a Bonaparte permanently subordinates Uie power of the 
capitalist class 

Yet in many parts of the world tins sort of development seems 
to be taking place Turkey has long been a notable example 
Greece is a recent addition to the totalitarian states The other 
Balkan powers have many of the same features And throughout 
Latin America there is a tendency to approximate that same pat- 
tern 

The potent forces that tend to accentuate tiie collectivist trend 
of foscism are all likely to be present in some d^ree in tlie coun- 
tnes of the little Napoleons The emphasis on militaty strength 
in every country entails features of "war coUechvism ” Tlie finan- 
cial devices of taxation, central banking, and deficit financing have 
developed to a point where pnvate banking and private finance, 
even that of foreign imperialisms, may be oversliadowed by the 
power of the state No longer need rulers beg the money lenders 
for gold, nor go to pnvate capitalists, domestic and foreign, for 
permission to develop internal resources Then again the widen- 
ing range of governmental activity, military and avil, means a con- 

*A parhel example of Um rattem in procUoe is furnished by Dictator 
Trujillo of the Dominican Repuohc, modernizer yet incredibly bloody tyrant 
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stantly widening buieauciacy directly tied to the fortunes of the 
regimes “class'" whose economic interest is synonymous with 
tlie power of the dictator 

It must be admitted that no country is likely to exhibit this 
dominance of political dictatorship over capitalism in any pure 
form Even dictetors are human Tliey have their palaces and their 
estates, their friends and their mistresses An inherent interest in 
strengthening and developing a regime through economic and 
social improvement may be all but blotted out by the corruption 
and inertia of the immediate ciide around the dictator Local or 
foreign capitalists may for a time use what appear to he puppet 
dictators But there is nonetheless a continuing social pressure in 
the direction of collective economic planning and control, to 
which capitalist institutions are increasingly limy to fall victim 

Furthermore, at a time of heightened nationalism like the pres- 
ent, the weaker and less developed nations are bound to have a 
strong emotional bias against exploitation by a foreign impenalist 
power Even more potent a force for collectivization than petty 
dictatorship is the revolt against imperialism in the remotest cor- 
ners of the world Capitalism developed so unevenly m the ninC' 
teenth century, with a few specially favored great powers pushing 
far ahead and dominating me development of capitalism in the 
more backward nations, that a vigorous native capitalism never 
had much of a chance 

Marxists have seen the revolt of subject peoples against then 
imperial masters as part of the world revolution of the proletariat 
Yet die slogan ^'Down with foreign imperialism” is one capable of 
appealing to all classes in the backward country, except those who 
are mere hirelings of foreign business interests And frequently 
enough, with the madiinery for democracy as backward as the 
economic development, it is the dictator who takes fullest advan- 
tage of the situation 

The Turkey of Mustapha Kemd Ataturk was the best instance 
of this nationalistic revival under a domineering “strong man" 
After my first tnp to the Soviet Union I stopped off for a few days 
m Turkey, and was astonished to see how fei this little country 
had gone m imitation of its great and friendly neighbor to the 
north I travded by tram from Istanbul to Ankara, and mar- 
vded at the paunchy business men lounging in the wdl-appointed 



198 


mWs estate 


dming cai— I had not seen a business man m months— yet there 
was a certain resemblance between them and the younger and less 
paunchy but little less impressive “experts” I had seen m the “soft- 
class" cars in the Soviet Union I learned that their capital was, 
as like as not, govecment capital, and the businesses were 
building up in the new Turk^ were under government tutdage 
I heard the word “^tatisme,” or “statism,” for tlie first tune It was 
clear that Ataturk, in telling English bankers and French investors 
who was master, had not substituted a home-grown variety of 
their economic system 

In every part of the world the same kind of development is tak- 
ing place backward nations fired by the new nationalism revolt 
against capitalism because they are revolting against impenolism 

In India the independence movement is becoming increasingly 
socialist in attitude, under the leadership of Jawaharlal Neh^ 
and the older native capitalist supporters of Gandhi are incieas- 
m^y uneasy. 

The patron saint of the Chinese revolution is Sun Yat-sen, who 
worked out a hybnd of liberalism and socialism a generation ago, 
and called for a semi-nationalized economy as the only way to 
escape the strang^e-hold of the capitalist empires, his program fit- 
ted in with the later upsurge of agrarian communism Aether 
conquered by Japan or not, China will never again offer an “open 
door to exploitation by the arrogant business men who built their 
slmcrapers m Shanghai. 

JUtin America furnishes numerous instances of the same revolt 
against foreign imperialism All dements conspire to somewliat die 
same end The older of dictator like Gomez, who was often 
a mere pawn in the hands of American and other business inter- 
ests, IS ^ving way to a newer, whose popular appeal rests on eco- 
nomic nationalism Wliere there are cfemocratic institutions leftist 


parties win, and since the young intellectuals of Soutli America 
have always been more under Marxist influence than in this coun- 
try, Marxist slogans may play a big part. European fascist agents 
today devote themsdves to stirring up hatred against exploitation 
Iw the democratic capitalist powers In the recent dection m Chile 
the winning Popular Front was supported by socialist, communist 
and Nazi movements, on a ]oint anti-capitalist and anti-impenalist 
program Even the native capitalist elements seem not averse to 
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forms of ^'statism” in winch then meager private capital may join 
With public capital in oustingthehatedforeigner theFmance Min^ 
istei of a previous Chilean government, himself extremdy wealthy 
by Qnlean standards, set up virtually a government monopoly of 
the nitrate industry, a government oil company dominating one- 
third of the market, government direction of copper exports, a gov- 
ernment controlled power system aiming at nationalization of all 
utilities, and extension of public ownership of the railroads 

The Vargas regime in Brazil appears to have as its goal a cor- 
porative system, drawing some of its inspiration from Nazi and 
Italian fascist influence and some from the Catholic model of the 
motliei country, Portugal 

It IS possible in one and the same regime to have several con- 
flicting tendencies all matched with a degree of harmony Mexico 
IS in some respects closer to the Soviet Union than any other 
country It has virtually only one party, the Nahonal Revolution- 
ary party, which declares that the ^'ummate aim of the revolution 
IS to overthrow capitalism ” It has launched a Six Year Flan for 
industrial and social development. It is expropriating the oil and 
other properties of foreign capitalists, as wl as dividing the big 
landed estates It is moving toward the nahonalizabon of bank- 
ing Yet there are plenty of indications of fascist tendenaes even 
in the present ruling group 

Two years ago a lecture tour took me to San Antonio near the 
Mexican border 1 was invited to dinner at the home of a wealthy 
^migr6, who had fled Mexico, with his assets, at the time of Diaz’ 
fall. Guests of honor were a rich Mexican business man from 
Mexico City and the governor of one of the northern provinces 
There were a number of Amencan guests as well, and I had to 
content mysdf with their conversation and that of the wife and 
dau^ter of the Mexican business man, whose identification of 

* The financing of c/idos or peasant communes on tlie confiscated estates 
u dependent on me soveroment co operative and land banVs Now the Banco 
Obicro Fomento Industrial, tlie Woibets' Bank for Industrial Advancement, 
IS se(^ng to promote die estabbshment of co-opeiBbve industrial undeitak 
mgs, marshaling the resources of essbng co-operatives But sooner or later it 
IS ahvays n temptabon for a government to use its ownjpowers to manufac- 
ture currency and credit money for financing enterprise Tliough it takes bme 
for any government to learn how to do this without infiahon, in the process 
pnvate capitalism u lOcely to suffer further 



200 


man's estate 


themselves with the "whites” against the "reds,” both in Spain 
and Mexico, was Teveahng enough I gathered afterwards that the 
rather boisterous and good-natured conversation of the three 
principals bore at least a distant relation to efforts then (and 
probably still) being made to foment a revolt against Cdrdenas’ 
"red” regime Tlie governor of the northern province was appar- 
ently something of a key figure He had virtually his own army, his 
own finances, and within his own frontiers was almost an absolute 
dictator, As he was described to me he was much more a bandit 
war lord tlian an official of a "socialist” government But appar- 
endy nothing could tempt him from his loyalty to the Cardenas 
regime He would shrug his shoulders genially and ask what more 
he could want than he had Yet his state was said to be one of the 
most progressive, with public works, roads, schools, land distribu- 
tion and other features of the current social program, all being 
aggressively pushed under his firm hand, The only term I could 
find to describe him was a "feudal socialist” Hie hold of capital- 
ism, whether native or foreign, on such a political phenomenon is 
necessanly uncertain The trend to governmental control of eco- 
nomic processes is correspondin^y rapid 

The Catholic Church Thinks of New Things 

Fnends of the Mexican regime and of Loyalist Spam are wont 
to see the Catholic Church as a bulwark of reaction, and parbcu- 
larly, in a time like this when the issue appears to be between 
"capitalism” and "socialism,” a bulwark of capitalism. Yet we have 
already noted that Catholic doctnne was one of the eleinents driv- 
ing fascism to the left And it appears the Church of Rome may 
become one of the important factors in the construction of a new 
socialist order rather than its enemy 

It must be remembered that the Catholic Cliuich was molded 
under feudalism, and was never entirely reconciled to capitalism 
Capitalism and democracy were bom of Protestantism and they 
grew together in the period of the anti clerical "Enli^tenment " 
The capitalist's absorption in purely temporal wealth always con- 
flicted with the Church’s interest in a spiritual empire The "eco- 
nomic man” of capitalist theory, weighing pleasures and pams m 
the present world, is a mortal enemy of man the "son of God," with 
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his thoughts on tlie next world Tlie rise of capitalism threatened 
for a time the very existence of the Church 

But with the flexibility of an army long trained in strategy, the 
Church managed to adjust itself to capitalist economics Yet it 
maintained its intransigent opposition to the '‘liberal” philosophy 
of capitalism, "Xiiberalism” to the Vatican meant f^dom of 
thought run amok, trampling the teachings of the past, denying 
God, asserting the dominance of material self-interest 

The Catholic Church might indeed be expected to be far more 
ready for a collectivist or planned economy than the Protestant 
Churches It is worldly-wise enough to know that a return to 
feudalism is impossible, and its intdlectual leaders have sought to 
outline a “new” and “Christian social order “ Yet necessarily it is 
an implacable foe of Marxism, which declared “religion die opium 
of the people,” and it has shied from the word “socialism” as in- 
delibly tainted with atheism 

The fountainhead of Catholic social doctrine is the encyclical 
“Rerum Novaram” enunciated by Leo XIII in 1891 Its pnnciplcs 
were repeated and elaborated by Fius XI in “Quadiagesimo Anno” 
in 1931 The Popes announce their respect for private property 
and inequalities of wealth— quite understandably m view or the 
CliuTCh’s material and intdlectual heritage— but insist that prop- 
erty IS always subject to social obligations and liable to social con- 
trols Tlie ‘^interventionist” state is accepted as a matter of course, 
in contrast to the libeialistic doctrine, so dear to American busi- 
ness, that the state should merely be an umpire, never interfenng 
with economic activity except to see diat the rules of the game are 
observed Tlie encouragement given by Rome to the unionization 
of workers and the emphasis on collective responsibility of indus- 
try and finance, have jusbfied the development in many Catholic 
quarters of the syndicalist and corporative theories Since m re- 
cent years and months the dangers of totalitarianism, even in a 
corporative system like Mussolini's, have become apparent, there 
has been an increasing emphasis on democracy The corporative 
state envisioned by many Gatliolics is a democratic corporative 
state* 

*At a remarkable Catholic conference in Milwaukee in May, 1938. to 
formulate a "Christian social order,” such a system was put forward ns the 
redination of the "American” Ideal Self governing industries and professions. 
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The constitution of Portugal is sometimes cited as coming clos- 
est to the Catholic ideal, and is therefore worth brief attention, 
To be sure, Foitugal is under a dictatorship But this is considered 
a temporary necessity, because of the troubled state of the world 
and of Portugal's immediate past, and Professor Salazar is con- 
sidered an eminently desirable type of dictator, who governs as 
dosely as possible according to Portugal’s quite superior constitu- 
tion The Church in Portugal was not the dominant landholder as 
m Spain, its power was in edipse in the first years of tlie republic 
after 1911, and in consequence it has apparently been able to play 
a not unprogressive role 

The present regime sprang out of a militaiy revolt against the 
republic in 1926, and its origins were reactionary enough demo 
cratic institutions were abolished, the railways were returned to 
private ownership, an income tax was abolished, and replaced with 
crushing sales taxes, the social services haltingly inaugurated under 
the republic were curtailed Dr Salazar, Professor of Financial 
Law at the University of Coimbra, was brought in as Finance 
Minister to balance the budget in 1928 In 1932 he became Fnme 
Minister and virtual dictator In 1933 the present constitution was 
adopted 

This constitution is important in so far as it represents a struc- 
tuie of which the Catholic Church approves, and regardless of 
the extent to which it may sbll be merely a pious aspiration 

The state is declared to be a "unitary aud corporative republic 
founded on the equality of its citizens before the law, the free 
access of all classes to the benefits of civilization, and tlie parhci- 
pation of aU structural elements of the nahon in its administrabve 
life and the enactment of its laws ” Civil rights and free elecbons 
are guaranteed (but loopholes permit the suspension of the for- 
mer, and a sm^e official slate of candidates lias circumvented the 
dectoial nshts) Besides a National Assembly there is a Corpora- 
tive Chamber, purdy advisory, and including administrative and 
cultural representation as well as economic 

"The economic organization of the nation must provide the 

along with cooperatives, all emphasizing decentralized autonomy, were de- 
clare to provide an altemahve to both fascism and communism A meeting 
of Amencan bishops, also last year, instructed pnests to educate those In theh 
charge in the meaning of democracy 
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maximum production and wealth for the wdfare of society, and 
create a cmlective existence from wliidi the State shall derive 
power and the cibzens justice . It shall he the nght and duty 
of the State to supervise the co-ordination and control of eco- 
nomic and social life with the following objects,"— including "a 
proper balance of the population, the professions, occupations, 
capital and labor," a supervision of investment, and maintenance 
of low prices and high wages, “by means of the improvement of 
technical methods, services and credit " At the same time private 
enterprise is to he encouraged and state interference permitted 
only “to secure greater social benefits ” Finally “the State shall 
promote the formation and development of the national corpora- 
tive economic system," requiring me co-operation of capital and 
labor, banning stnhes and lockouts, and encouraging “commu- 
nity concerns and provident, co-operative and mutual benefit insti- 
tubons " 

Behind these vague but significant pronouncements there is 
some evidence of a trend not unlike those we have been descrih 
mg elsewhere In tlie hanking field, though Portugal has always 
been a satellite of the Bank of En^and, most of the internal bank- 
ing system is in public hands, a State Savings Bank not only mar- 
shals pnvate saving but holds the commercial hank balances, gov- 
ernment funds and pension funds, and thus in effect dominates 
investments In 193c a fifteen-year “Reconstmction” Plan was an- 
nounced, with its chief emphasis on public works. Foreign trade is 
subject to various controls, the autarchic trend being observable 
in a campaign for self-sufficiency m wheat and rice, and the ra- 
tionalization of exports through compulsory cartels for the port 
wine and sardine industries In the attempt at rural improvement 
and the promotion of local community enterprises, “Workpeople’s 
Halls” have been established in the villages as community centers, 
supposed to promote the social attitudes of a “great family” 

^^cther anything really significant m the way of new social rn- 
stitubons will emerge in Portugal is perhaps doubtful But such 
slight indications as these of experiments with an ostensibly demo- 
cratic corporative system throw some light on the present role and 
objectives of the C&thohc Church. 



Chapter Ten 


DEMOCRACY STUMBLES INTO PLANNING 


I T HAS been said that the American reading public is far more 
concerned over war in Europe than tlie European Besides ^e 
full news in the daily press, a constant stream of books and 
magazine articles is published in America on the maneuvers of 
tlie European diplomatic and military game In addition tliere 
have been numerous exhaustive studies of the Soviet Union and 
its economy, and a growing literature on the nature of fascism m 
Italy and Germany Meanwhile the vitally important but more 
prosaic changes that have been taking place in the economic ar- 
rangements of Uie democratic states have been virtually unsung 
Until Marquis Childs' alluring picture of Sweden a couple of 
years ago, the average intdligent American was wholly ignorant 
of the brave efforts of tlie Scandinavian and other small coun- 
tries to meet the pressing requirements of the post-war world The 
hir more significant experiments in Fabian and Tory Socialism in 
En^and and m the &onomie dingde in France liave yet to be 
fully told there are sbll educated people m America who tliink 
idle New Deal is a unique American abeiration 
The reason this story has not been told probably lies in the fact 
that it was to no one's interest to tell it— -perh^s even to no one's 
interest to understand it On the continent of Europe the Marxian 
belief that only the industrial working class could lead an advance 
to a socialist society, an opinion shared in diluted form by the 
Bntish Labour party, meant that when concrete steps were taken 
toward economic planning or collective controls, even under the 
initiative of a Social-Demociahc or Labour party, their significance 
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was not understood if tliey did not conform to preconceptions 
about the nature of socialism and the role of the working doss 
And when such steps were taken on the initiative of conservative 
groups, neither side was likely to boast 

It IS true that m no European country was Uie fetish of the do* 
nothing state worshiped as m Anierica ''Interventionism/' as we 
saw m an earlier chapter, was common enough before the war, 
England and Germany m particulai had extensive systems of 50^ 
cial insurance, and wide public ownership of utilities and services 
Tlie war and the troublous tunes that followed the war, leading 
up to the Great Depression of the thirties, called urgently for 
governmental action in one sphere of economic activity after an- 
other But almost no one, either in governmental or academic in- 
tellectual circles, attempted any convincing rationale of what was 
going on Even today, with all the interim discussion of economic 
planning, socialism, communism, fascism, and the problems of 
capitalism, I know of no adequate attempt at a synthesis that 
could bring some sort of order out of that bewildering mass of 
facts. 

Tins chapter does not pretend to any such adequacy It is only 
intended to suggest a few of the typical instances of collectivism, 
which have been worked out in a process of trial and error, as a 
resultant of many conflicting class and group pressures in the dis- 
concertingly complex democratic countries dunng this post-war 
penod 

Various ways of classifying the phenomena might suggest them- 
sdves if one were to attempt a thorough study One could proceed 
accoiding to the vanous levels of governmental activity, from the 
mildest sort of general police regulation, such as parking ordi- 
nances, all the way to government operation of specific industnes, 
like radio broadcasting One might dassify in terms of the class 01 
group interest responsible for the initial pressure, or of the interest 
controlling the government at the time a step was taken— though 
It might be very diflicult to sort out the interests bdiind the taking 
over of the English coal mines under a Tory government One 
might classify by economic function, covering m turn devices at 
the consumer end such as co-operatives, then controls over finance, 
banking, money and investment, and finally legislation and oigani- 
zation affecting labor at the producer end, that would still l^ve 
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problems of foreign trade, planning for conservation and utfliza^ 
tion of natural resources, rationalization of industry, and so forth 

In this chapter I shall content mysdf with mention of a few 
highlights in Scandinavia, France and the British Empire 

The Middle Way Co-operatives? 

Marquis Childs’ book, Sweden the Middle Way, descnbed the 
Scandinavian pattern in a way parhcularly appealing to those 
middle-class circles which had been desperatdy seeking a ^'middle 
wa/’ between communism and an apparently collapsing capital- 
ism The sub title was unfortunate, however, for it misl^ readers 
(and I suspect perhaps tlie author, too] into believing Sweden had 
found a solution, an answer, a more or less Utopian social order, 
rather than having merely shown the ability to move forward 
along a democratic road toward a goal that was still not formu- 
lated, much less achieved 

The Scandinavian pattern comprises four elements first, a 
strong, responsible, recognized labor movement, Marxian in ideas 
but fairly conservative in action, second, a strong left-wing polih- 
cal movement, committed in theory to labor action for socialism, 
but astute in its alliances with agricultural and other interests be- 
hind a reformist program, enabling it to win political dominance, 
third, a growing policy of state intervention in every phase of the 
economy when called for, fourth, an impressive co operative move- 
ment 

Tlie first two need not concern us here It is worth noting, how- 
ever, tliat the Scandinavian labor and socialist movement have 
apparently learned more about the importance of the middle 
classes from Hitler’s conquests tlian have similar movements else- 
where. Though lip-seivice is still occasionally paid to the concept 
of proletarian socialism, m practice labor has admitted it cannot 
exercise effective power unless it joins with non proletanan ele- 
ments, and the notion of a complete theoretical socialism has been 
conveniently laid on the shelf 

As for state intervention in economic processes, the response to 
constantly changing pragmatic needs has been necessarily of no 
very coherent pattern It does seem, however, as if Scandinavian 
leaders were commg closer to an understanding of the basic piob- 
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Jems of enlaTging productivity, promoting a steadily rising levd of 
production, and maintaining a balance in foreign trade, invest- 
ment and public works 

In Sweden the state owns (either outright, or through corjiora- 
tions with a dominant state interest) the forests, tlie mineral re* 
sources, many power sites and ^'yardstick” plants, as wdl as a 
dominahng power ^‘gnd” of transmission lines in process of con- 
struction, the communications system, part of the railroad system, 
liquor and tobacco monopolies, it has made some impression on 
the housing shortage, chiefly by encouraging co operative building 
societies, it has had a carefully planned public works program 
which it applies to smooth off d^ression and unemployment more 
successfully than elsewhere (its epocli-making budget policies in 
this connection are discussed in a later chapter), it is moving to- 
ward what has been called a "nationalization of consumption,” 
involving free meals, clothes and shoes for children, free health 
services, and various subsidies, loans and pnvileges for large fam- 
ilies, all with the purpose of combating an alarming decline m the 
birth rate, it has almost isolated agnculture from the disastrous 
play of the world market, monopolizing the home market for do- 
mestic production, and maintaining a stable price level, tlirough 
such devices as crop loans to store surpluses 

Norway has been putting an increasing emphasis on expansion 
of the productive plant through subsidies, and government di- 
rected investment by means of a government controlled industrial 
bank Shipbuilding, rayon manul^cture, iron, steel and power are 
subject to nationalization under the present l^bor party’s program, 
though the alliance with the Parm^ party is slowing down this 
trend. TTie government is keeping up agricultural pnces, and main- 
tains an agricultural bank that has greatly decreased foreclosure of 
farms 

Denmark is almost wholly agncultural, and its national existence 
IS consequently largely pendent on foreign trade, chiefly with 
England and Germany Ine comparative u^l-being of the coun- 
try in recent years has resulted from a state poli(w of financing the 
resettlement of the farmers on the former feudal estates, and of 
carefully conserving its resources and balancing its foreign bade 
The Social Democrats here as in the two other countries are m 
the majority 
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It is perhaps the co-operative movement of Scandinavia which 
has received most attention, and for the last two or three years a 
flood of summer tourists from America has been descending on 
the Scandinavian landscape, eager for a co operative Utopia As a 
matter of fact consumers’ co operatives have grown to much vaster 
pioporhons m England than m Scandinavia. But their advances 
into production in Sweden have been more spectacular, attacking 
ns th^ did some of the most powerful private monopolies 

^ikcting co-operatives, for collective bargaining in the sale of 
agncultural products, was the first step in the co-operativc move- 
ment in Scandinavian countries (as in America) But when farm- 
ers get together to pool their sales it is natural to make the next 
step, to pooling their purchases In Denmark a single national co- 
operative, mdudmg 90 per cent of the farm population, has ear- 
ned the combination of marketing and consumer co-opeiation to 
its ulbmate extreme 

One-third of the households of Sweden are enrolled in con- 
sumer CO operatives, and between 10 and 20 per cent of the retail 
trade is earned on m co-operative stores on a non-profit basis. A 
marked effect in lowenng the general retail price levd has been 
claimed As the consumers’ co-opeiative movement found its 
strength, it felt it had the financial resources and a sufficiently as- 
sured market, to engage in manufacture in certain selected fields 
where monopoly conditions maintained artificially high prices. 
Margarine, electric light bulbs, rubber goods, were some of the 
more dramatic. In 1934 only 2 per cent of all manufacturing 
was earned on in co operative factories, however 

It might be well at this point to look at some of the larger 
aspects of the co-operative movement generally, and to consider 
the significance of mis type of economic collectivism for the prob- 
lem 1 have posed m this book In Great Bntam about half the 
housdiolds belong to co-operative societies, and their purchases in 
1935 amounted to over a billion dollars, an estimated 12 per cent 
of flie country’s total retail trade At the same time, productive 
enterprises earned on by the co operative movement turned out 
goods valued at over 350 million dollars In the United States the 
consumers’ co-operatwe movement 33 younger and the competition 
of the chain grocery store has blocked its expansion into ttie area 
which has been most promising in Europe, its retail business has 
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amounted to about half a billion dollars; a smaller percentage than 
in England; but nevertheless growing rapidly; it has only begun to 
venture into the production field 
Co operative enthusiasts have sometimes expounded the theory 
that co-operation offers a means of completely transforming the 
economic system; of abolishing the capitalist system and produc 
tion for profit in favor of a "co operative commonwealth” with 
"production for use” There is no doubt that in a number of 
European countries and even m tlie United States the co-opera- 
tive movement is today a formidable economic interest, and that 
it IS almost certain to continue to grow unless submerged by to- 
tolitananism as in Russia and Gennany It may be considered one 
of the most important elements in the world-wide evolution of 
new forms of group economic acbvity 
So fat; however; the evidence does not justify the hope that a 
consumers’ co-operative movement, even if it were to embrace the 
whole population, would ever absorb all distnbution, or expand its 
productive activities till it embraced the larger part of economic 
activity in "production for use " In spite of the objections to ex- 
tension of sbte activity expressed by some co-opecatois, it is feirly 
obvious that such services as power, transportation and communi- 
cation could not be handled by consumers any better than by the 
state (which in such cases would be merely another name for the 
same people] Go-operative enterprise^ moreover, can have little 
effect on the major problems of monetary and banhing control, 
foreign trade and ex^ange, and public investment in the capital 
goods industries to overcome depression and unemplo3mient Co- 
operatives, even when they have extended into the manufacture 
of many consumer goods, can have little otlier effect on the na- 
tional income and the flow of purchasing power than large "pri- 
vate” corporations with many stockholders* profits are less and 
are more widely dispersed, pnees are lower, and the income of 
middlemen is largely eliminated (which, incidentally, may tend to 
increase unemployment and poverty in that occupational field) 
A legitimate doubt may be expressed, too, whether a so-called co- 
operative enterprise, wen it has thousands of members over a 
wide geographical area and sdls more or less standardized prod- 
ucts, can function very differently from a capitalist undertaxing, 
or offer any advantage over the higher type of private enterprise 
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It may be doubted wbetiier any teal democratic control can be 
maintained in sudi a case 

Consumer co-operatives have, I think, a more important role to 
play dunng this present transitional period tlian in any ultimate 
new economic order They provide a standing example of the abil- 
ity of business enterprise to carry on without an enterpriser's profit 
motive Th^ provide a standing inspiration to those who want 
to see democracy function in the economic sphere They can edu- 
cate a growing public to the possibilities of group action in eco- 
nomic practices generally, and in every country they have therefore 
tended to strengthen the socialist political movements But in a 
consciously controlled economy where prices were rationally deter- 
mined, where diere was no incentive to poor quality or to lestno- 
tion of production, and where the economic mechanism was 
geared closely to individual consumer choices eoqiiessed through 
the market, tme consumer co-operahves would find most of their 
functions gone * 


Blundering Progress in France 

Fiance is in some respects the most backward of the great pow' 
ers today Tlie Revolution of 1789 established tlie peasant on his 
land and consolidated the position of the petty bourgeois trades- 
man and rentier, all of which gave stability to the economic and 
social stmeture Up to the war, social legislation and interferences 
With the free play of competition were far less than m Germany 
and England But the war put a vast strain on the whole economy, 

{ iToducbon and transportation had to be maintained at a high 
evd of efficiency, the rebuilding of mined cities required govern- 
ment funds and government initiative, the financial shocks of the 

* 1710 destruebon of the independence of the consumer co operatives in the 
Soviet Union and the fascist states ts partly due, no doubt, to the sheer pres- 
sure of totahtnnanism, whidi cannot tolerate ind^ndent organizations But 
paefiy it IS due to the fact that th^ funebona dwindle under economic 
nine On the other hand, producer co-operahves and marketing co opembves 
are likely to floun^ in a planned economy The Soviet collective fanns and 
the artels of artisans are esaentialW producer cooperatives And the more 
democratic a planned economy » the more producer co-(merataves may fioui 
hh, as a means 0! mtegrabng mdrvidual produceis with the rest of the econ 
omy Marketing co operatives for fetmers may provide a govemment with all 
the administrative machinery it needs for rationalizing agrfculture 
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war produced infiahon and led to practices of monetaiy manage- 
ment and, more recently, the impact of the depression and the 
menace of war have speeded up the whole pace of governmental 
activity m the economic sphere. 

In most of the period since the war, conservative business in- 
terests ^ve been dominant in politics Intervention was at the 
behest of the huge trusts dominating most industrial fields, and 
its aims were the safeguarding of the home marhet, the stabilizing 
of prices and competitive conditions, and the promoting of pub 
he worhs and public services which were too nshy or unprofitable 
for private enteipnse With the coming into power of the People's 
Front under L^n Blum the process was hastened and given a 
more truly social emphasis, but the underlying trend was not 
greatly changed 

A mtional Economic Council was established in 1925 Fust 
proposed by the Confederation Genfirale de Travail (the "C GT " 
corresponds to the A F of L in America) to provide an advisory 
planning board with representation from labor, consumers, govern- 
ment and business, Premier Pomcard was its first presiding officer, 
and it developed few functions b^nd those of a technical fact- 
finding body, occasionally it has recommended rabonalization 
(le, elimination of compehtioni) in an industry 

Military interest probably predominated in the setting up of 
the National Liquid Fuel Office, which licenses oil importers and 
refiners on condition of their maintaining adequate reserves Legis- 
lation forecasts a government oil monopoly, and there is a 
(lialf-public, half-private) oil company, with government supervi- 
sion of management, already doing a large part of the business 
Considerations of defense also had much to do with the state 
domination of shipping* flie government has for some time had 
control of tiie board of directors of the Compagnie G^n^le 
Transatlantique, the major shipping interest, in return for essential 
subsidies 

A general scheme of social insurance, covering sichness, child- 
birth, invalidity, old age and death, was enacted m 1930 

A vast system of import quotas and price controls has thrust 
the laissez £aire world market into limbo so far as Fiance is con- 
cerned The inflationary and deflationary troubles of the post-war 
franc kept producing unexpected repercussions which required 
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further adjustments Tlie farmer's vote being often of controlling 
importance, the ups and downs of currencies and world prices re- 
sulted in protective devices 

If control of foreign trade and control of prices are essential 
features of a planned economy, then Fiance has gone a long way, 
though tlieie has been little co ordination of these controls. Three 
thousand items, including practically all agricultural products, have 
been on the import quota list Some degree of price control has 
been imposed on coal, gas, oil, alcohol, dectricity, non and sted, 
aluminum, tinplate, chemicals, building materials, rail passenger 
and freight rates, and such agricultural products as wheat, bread, 
milk, butter and sugar Most of these coniiols are less in the in- 
terest of consumers than of the producers concerned 

The Office du Bid, or Wheat Board, allocates marketing quotas 
to farmers, fixes minimum puces, and by handling much of the 
marketing itself has virtually eliminated the speculative gram mar- 
ket All the parties at interest have a voice in regard to fixing 
prices Under tlie Popular Front a complete socialization of gram 
marketing under cooperatives passed the Chamber but was 
stopped in the Senate 

The Office du Did is one of a large number of autonomous 
boards, m form virtually private coiporatioiis, with the government 
in control and usually owmng the stock. Among these are the 
Alsatian Potash Mines (controlling two-thuds of the industry), 
the State Railway, the National Liquid Fuel Office, the National 
Agricultural Credit Bank, the ports of Havre and Bordeaux and 
o^ers, the Industrial Nitrates Office, the Caisse des Ddpdts et 
Consignations (for investing savings bank funds], the National 
Factones of Sdvies and Gobdms making porcelain and tapestnes 
Recently the whole railway system was unified under the National 
Railways Company, of which the government owns a majority of 
the stock 

Rural electnfication has gone forward under state initiative, 
20fioo niial communes having been electrified by 1934, with a 
billion and a half francs of public funds expended between 1928 
and 1932 The nation's forests are owned and managed by the 
state Public works, with an emphasis on improving the “nahonal 
equipment,” have had a growing importance as a means of rdiev- 
ing unemployment, and 75 per cent of the social insurance funds 
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may now be turned into that channd A considerable housing 
program was started in i928» and in the next five years 180,000 
cheap dwellings were built, with the government lending up to 
80 per cent of the cost, and granting tax remissions and other 
subsidies The Paris Municipal Office alone found itsdf managing 
16,000 dwdlings. 

Most of these measures m the way of public enterprise m the 
economic field were taken without active opposition from business 
interests, and many of them were at tlieir behest When die Blum 
government tackled the Bank of Fiance and the munitions indus- 
tries, the opposition to "socialism” became vocal But even in 
these two cases it is probable that they could not have been ao- 
cojnphshed if there had been no other incentive than a desire for 
"socialism” as a matter of fact, the Bank of Fiance was ruled by 
so tight an oligarchy as to have won the enmity of a considerable 
part of the business world, and die munitions plants were of mili- 
tary concern 

The new banking legislation abolished the virtually hereditary 
"regents” of the Bank of France, and put it under the control of a 
Council of twenty, of which nine are government representatives, 
and the rest representatives of vanoiis economic interests a gov^ 
emment able to command the support of the farmers and the 
labor movement would thus have a majority The central bank has 
thus become potentially a government oigan Actually its opera- 
tion has not been greatly changed the Blum government was un- 
able to pursue any very daring financial policy, and under the 
Daladier regime the administration of the bank is probably not 
much different from what it was before the People^s Front vio 
tory Yet the center of gravity has definitely shifted to the gov- 
ernment 

As for the munitions plants, only the airplane factories were 
taken over by Blum, nationalization was by means of a semi-public 
corporation, two-thirds owned by the state, which exchan^ its 
secunties for those of the old private companies Since die Munich 
settlement and the more feverish demand for rearmament, the 
pressure for "war collectivism” has doubled There has been talk 
of industnal mobilization and conscription, even of "totalitarian” 
economic planning, as the only hope for catcliing up with German 
armament 
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Fiance is in a highly fluid state^ with no trends fixed. Sometimes 
leactionaiy forces are put in a radical light, as when the Daladier 
government broke the general strike which had been called to pro- 
test lengthening of the work week the government temporarily 
"nationalized" the key industries and the public services, and it ar- 
gued, with some justice, that the country must increase production 
lather than curtail it, whether it was to have peace or war The 
labor forces, the military forces, and the capitalists are m a curious 
three-cornered battle, with the peasants and middle classes, as 
usual, holding the balance of power 

When Blum came in, n newly unified and rejuvenated labor 
movement, five million strong, much under Marxist influence, 
seemed to liave the upper hand Tlie setting of a forty-hour weel^ 
the guarantee of two-week vacations with pay, witli a new Depart- 
ment of Leisure to arrange cheap holiday excursions and cultural 
activities (leminisoent of the German Kraft Durch Fieude and the 
Italian Dopo 7 avoro)»these were high points of labor’s social 
gams, hut they may have less eltect on the attainment of economic 
planning than such a measure as the Collective Contracts Act 
which followed the first big wave of strikes and the Matignon 
agreement. Tins measure sought to avoid labor disputes by pro- 
viding for regularly negotiated labor contracts, covering industries 
as a whole, and binding on all members of the industry * 

It is probably the military interest which is dominant in the 
present emphasis on increased production It seems as if, for the 
moment, the almost universal craving for military security had 
played into the hands of Big Business and had destroyed the Feo 
pie’s Front and put labor definitely on the defensive Yet tliere is 
no reason to suppose that the collectivist trend has been halted. 

The emphasis on increased production and productivity is in 
fact more and more a popular demand, likdy to have a distinctly 
progressive effect Public works have long been considered as in- 
creasing the nation’s productive equipment— "outiUage”— rather 
than 08 mere emergency stop-gaps Even war preparation, as we 
have seen, may be a means of approach to an "economy of 

* This was partly in mutation of the NRA codes, for the People’s FVont m 
F^oe consaously sought to bring “Le New Deal” to F^nce But it is out 
wnrdly more bke Mussoluu’s *'cotpoiativc” system 
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abundance ” But there is a growing search for a more mtdhgent 
approacl] 

Several minor political groups in tlie last few years have been 
laying stress on the necessity for abandoning the narrow concept 
of a worker-capitalist class struggle and dev»oping a pioaam of 
abundant production as the only means of assuring that the mid- 
dle classes will not turn to fascism Suc^ was Berg^iys group 
around the newspaper Fl^he, a left-wing offshoot of the Radical 
Socialists, and the Marquet-D^t defection from the Socialist party 
a few years before A similar drift was indicated by the Chaipen- 
tier-Duboin group, which drew some of its original inspiration 
from the American '^technocracy'* movement. 

As a matter of fact, there is evidence in many of the smaller 
European countries of a search for a non-Maixian socialism whidi 
can win the middle classes by stressing increased production The 
ideas of Henn de Man in Belgium, a dissident Socialist group in 
Holland, flie 'Tolk-Sociahsts” who for a time were active among 
the German Social-Democrats m Prague, and who played with tlie 
idea of a coalition with the left-wing Nazis of Strasseds movement, 
the Social Democratic and I^bor paibes of Scandinavia— all these 
seem to portend a shift in socialist dunking. 

Toiy Socialists and Fabians 

The "inevitability of gradualism" was put forth as a doctnne 
most clearly in En^nd. The trends we are discussing mi^it be 
expected to show themselves hkewise most clearly in tliat strong- 
hold of classical capitalism It was this country which furnished 
most of the matenm for Marx’s thesis It has dominated economic 
dieory to such an extent that "capitalism" has been aptly defined 
as "what happened m En^and m the nineteenth century " Eng- 
land furnished modds for much of the New Deal legislation, be- 
ing always a few years ahead of American developments m such 
matters as unemployment insurance, old-age pensions and health 
insurance 

All the coHectivist tendencies I have mentioned can be found 
in En^and m some degree The growth of bureaucratic admmis- 
tmtive interferences, thanks both to business requirements and to 
the reproductive powers of any bureaucracy, was denounced as 
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"the new despotism” in the still hopeful days of the twenties The 
requirements of military collectivism^ first obvious dunng the 
World War of 1914-18, have exercised a continuing and increas- 
ing pressure, foi rearmament has been not only a depression rem- 
edy, but in recent months an apparent condition for national sur- 
vival Tlie growing preponderance of organized business and or- 
ganized labor over free enterprise has fostered social insurances, 
and, under the application of the Trades Disputes Act, a semi- 
ojSicial system of collecbve labor contracts, which once more illus- 
trate the "corporative” principle since they are framed industry 
by industry rather than enterprise by ent^rise The monetary 
and fiscal problems growing out of the war made the "world’s 
banker” a pioneer m "managed money,” to the honor of the 
orthodox capitalist theorists England is the world’s trader as wdl 
as the world’s banker, and tlie dislocations in world trade— new 
economic nationalisms, autarchy, battles of foieign exchange— 
naturally called for Ihe stabilizing hand of government free trade 
was abandoned as a first step, and the Ottawa Conference to estab- 
lish "empire preference” was a long second step towards a closed 
economic system, which by logic of events may m time demand a 
completely planned internal and external trade * 

But there are certain unique features of the English trends For 
one thing there is the strange phenomenon known as ‘Tory so- 
cialism ” 

From tlie dassic case of the Reform Bill of 1832, demanded by 
the Chartists and passed by the Tones, most of tlie steps to the 
left in England liave been taken when conservatives were in power 
Tlie Labour party’s program has repeatedly come nearer realization 
when it was out of power than when it was in How can one ex- 
plain a ruling class tekmg measures that tend to eliminate it? 

A few years ago I spent a weekend at Cliveden, the Astors’ 
estate overlooking the Thames The great palace with its miles of 
wooded park, once the heritage of the Dukes of Buckingham, was 
more lavishly maintained, so 1 heard, than any other old estate 
in England in these evil (kys Lord and Lady A^or had an Ameri- 
can background and an American income, but they were nonethe- 
less, With their seats in the House of Lords and the House of Com- 

* Tlie recent reciprocal trade treaty with America may turn out to be ns 
much an instance of planning as of a return to freer trade 
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mons, pretty close to the top of the English ruling dass, Recently 
much has been said in liberal quarters about the leactionaiy in^ 
fluence on British policy of the "Qiveden set/’ and Prime Min- 
ister Chamberlain and Foreign Secretary Lord Halifax are con> 
stantly reported as plotting the betrayal of Bntish democracy to 
the interests of the British ruling class at week-ends in Cliveden 

What I found tlier^ at least in Lady Astor, was a person well 
aware of a rapidly changing world, highly humanitarian (in a 
social-worker sort of way), ready to consider any social changes no 
matter how drastic, and quite convinced she would remain on top 
whatever happened She had been to the Soviet Union with Ber- 
nard Shaw, and came away with a certain hard-headed skepticism, 
but, so ht as I could see, no fear or hatred. In the evening, after 
dinner, her son from Oxford, an ardent communist sympathizer, 
launched into a tirade against the iniquity of lavish wealth, and she 
attempted no other defense tlian one of good-natured evasion 

I am inclined to believe that with the urbane Bntish aristocracy 
it is as with the Roman Church That aristocracy survived the 
transition from feudalism to capitalism, shifting its interests from 
land to industrial capital, and flexibly ad]usbng itsdf, except for 
the brief unpleasantness of the Stuarts and Cromwell, to the re- 
quirements of a new economy Where the stubborn and stupid 
French anstocracy lost then heads, the Bntish retained theirs, and 
then supremacy Consciously or unconsciously they must hope to 
do the same in the present transition. They are certain of their 
superiority— why should th^ not be top dog in a collectivist era? 

To be sure, this hypothesis would cany little weight if any step 
toward socialism always meant a corresponding diminution of 
their wealth and prerogatives But from me day of the first pro- 
tective tariff it has been obvious tliat every extension of state ac- 
tion may conceivably benefit some particular capitalist interest, 
and be invoked m its behalf, however it may strengthen the gen- 
eral trend toward collecbvism 

Let us take a typical and significant instance of ’Tory socialism,” 
the Central Electricity Board In 1926 the power industry was m 
a chaobc state There were many hundreds of generating stations, 
either privatdy owned or municipally owned There was no stand- 
ard frequency Manufacturers had been able to make far less use 
of electnc power than m the United States, where the great hold- 
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mg company empires of Insull and the like were rapidly lationaliz- 
ing the power industry and incidentally reaping a nch harvest 
Village electrification offered a huge market whose initial capital 
cost was too great for private enterprise to nsk The Central Elec- 
tricity Board was the result of extensive parliamentary investiga- 
tion 

In form the C E B is a corporation, with private capital raised 
by sdling stock to the public But the stock has no voting nglits 
and the Board is appointed by the Minister of Transport It is an 
autonomous business enterprise, charged with certain duties by 
the government which created it It owns its own assets The terms 
pnvate ownership and public ownership are here valueless. The 
functions of the C E B have been to build a “grid” of transmis- 
sion lines cnssciossmg the country, thus unifying the whole power 
system Certain generating plants, private or public, are “selected ” 
They must maintain a standard frequency, and sell all then power 
at a fixed price to tlie CEB Distribution again is left in private 
hands, though rural electnfication is publicly promoted For the 
most part C E B. is merely a broker of dectncity 

Admittedly this is only a partially unified power system Com- 
plaints about the quality of service at the distribubon end are re- 
sulting in increasing demands for a mote complete socialization 
But there has been no charge that CEB itself, within its exist- 
ing limits, has been other than a useful and impeccable public 
service Its direction has been in the hands of a Board or ei^t 
members, now headed by Sir Archibald Page, appointed by the 
Minister of Transport Titles seem to have counted neither as an 
asset nor a liability The technical competence of the service and 
those responsible for it has counted for a great deal 

The British Broadcasting Corporation, the London Passenger 
Transport Board, the London Port Autlionty, and other autono- 
mous public agencies are all similar in character to the CEB 
Tliey are not all instances of pure Tory socialism In fact there is 
nothing pure about tliem. They fit no categories of capitalism and 
socialism The Ixmdon Passenger Transport Board, whidi runs the 
subways, trams, and buses of the two-thousand-square-mile London 
area, was the creation principally of Herbert Morrison, Socialist, 
Labour party chairman of the London County Council, but in tlie 
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event lie seems to have got as nnich support as opposition from 
private business interests 

Tlie group that has given greatest intdlectual guidance to the 
left-wing movement in England is, of course, the Fabians It is 
th^ who have filled the gap that the Marxists otherwise niiglxt 
have filled Hence the despair of such a communist intellectual 
as John Stiach^, who sees "Bntish socialism” as hopelessly "un- 
scientific” and therefore a betrayal of the worhers In one sense 
I would be inclined to agree that their approach has been un- 
scientific the Fabians have tended to see the key to successful 
"gradualism” in the mere extension of public ownership Tlie 
most concrete results here have been municipally owned utilities, 
and caustic critics have sneered at "gas and water socialism” as a 
weak substitute for the real thing And when the Tory Baldwin 
government took the initiative towards public ownership of the 
coal industry in 1937 witli the blessing of the existing owners of 
that bankrupt industry, it was easy to point to the fact tliat public 
ownership in itself puts scarcely a man to work or increases the 
nabonal wealth one penny 

Yet the fact that the Fabians have consistently preached the 
possibility of a gradual and peaceful transition, by an "inevitable” 
pressure of events, has encouraged tlie hope t^t England will in- 
deed accomplish the goal of a functional economy by a surer and 
less painful process than any other European country. Already, if 
we consider the scope of public and cooperative enterprise--! 
have not mentioned housing in this cursory survey— and the extent 
to which public controls on economic processes have been devd- 
oped— I have not mentioned the English equivalents of the AAA— 
we must concede that the unrestricted profit motive is a thing of 
the past. With the structure of public business that lias already 
been built, with the standards of government service and personnel 
that have been set up, with the precedents of graceful concession 
that Tory socialism has implied, the essential steps from En^nd's 
long familiar New Deal to a full-produchon economy may be com- 

* The London Times, pnmary organ of British Bis Business and High 
Fuianoe, led the de^se of the mensuie against tlioso who said it was "socul 
isbc”, at the end of 1936 it was deluding a measure to nationalize the air 
transport industry against a sunilar criticism 



220 


man’s estate 


parativdy short and easy, shorter and easier than the present pre- 
vailing pessimism in that country would imply. 

In the light of previous suggestions, and in anticipation of later 
sections of this booh, it might be said that a public linking system 
and suitable controls over investment and mreign trade comprise 
the essential steps As for banking, the Bank of England and the 
five great commercial banks are all pnvatcly owned But m these 
days when government fiscal management tends to outweigh and 
dominate central and commercial banking, the mocess by which 
England’s banks become "'nationalized” may be hardly noticeable 
It IS possible tiiat 'Tlie City," like “The Crown,” will carry over 
m a picturesque anachronism into a socialist era In regard to in- 
vestment, the armaments program, with its incidental tendency to 
revivify "depressed areas,” sets a precedent for govemmentally di- 
rected investment that may some day mean an economy of abun- 
dance, not of guns but of butter A managed foreign trade is an- 
other development that seems not far over the horizon In the 
case of a country like England this is a particularly crucial step 
Marx and En^s had to concede the possibility of a democratic 
peaceful change to socialism in England, though some of then 
more recent disciples, lost in gloom, have said they doubted it 
The Fabians, through their influence in the Labour party, have 
trained a generation of workers and middle-class people to take 
for granted the coming of a new social order, even though they 
may not have explained to them the technology of such a change 
If capitalism is "what happened m England in the nineteenth 
century” it is not impossible tliat, whatever the word which popu- 
larizes the new soaal order, it may someday be defined as “What 
liappened in En^and m the twentieth century ” 

Any such consideration of England as this must, however, take 
into account the fiact tliat En^and is the hub of an empire and a 
^'commonwealth of nations ” In India the fact that the independ- 
ence movement is so largely led by socialists must mean that its 
future relations to Encana can never be established on the old 
familiar lines of economic imperialism what England gets in future 
out of investments in India and trade with India is likely to he de* 
tennined increasingly by what planning boards and trade authori- 
ties decide, rather than by what the law of profit might dictate Can- 
ada is economically dependent on the United States, and a genera- 
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tion behind the rest of the world in its economic evolution at 
most it may contribute to a scheme of autarchic planning on an 
empire-wide basis, as suggested in the Ottawa agreements On the 
other liand, Australia and New Zealand, with a history of labor 
governments, and mudi socialist influence, cannot hdp but react 
back on the mother country m so far as they experiment with niew 
economic practices “Corporative" principles of labor rations, 
rigid planning of production and marketing of the agricultural 
export items, public control of banking, and similar phases of the 
collectivist picture are particularly well developed in New Zealand, 
but they must necessanly remain limited so long as their relations 
with the outside world, and particularly the mother country, are 
determined by a still chaotic system of world trade and war tears 

Is America Beliind or Ahead? 

My globe-circhng search for tects, of which I have given the 
results in the last half-dozen chapters, was of a different kind from 
my first world tour (in the flesh), when I had no idea what to 
look for 

On my return to this country from the first tour, os I related 
in the beginning of this book, I was convinced that there was a 
sharp distinction between two possible economic and social sys- 
tems, “capitalism” and ''socialism ” I saw America as definitely a 
land of “capitalism," with a “capitalist" government Even when 
Hoover gave way to Roosevelt, I believed the New Deal was only 
another make^ift attempt to save a collapsing “capitalist" system. 
I was convinced that neither of the two old parties could accom- 
plish the transition to “socialism," so a new party with a definite 
program of “socialization" was essential 

When I returned to America from my tect-finding seairch I saw 
this country rushing headlong on the road to collective economic 
controls, where most of the rest of the world, in various vehicles, 
had already gone But the words “socialism" and “communism” 
and “capitalism" had lost their diarm Even "collectivism” was 
only a poor substitute New procedures were being developed 
here, as abroad, which none of the old labels would fit Yet 1 was 
more ready to sympathize with the conserrotives who were howl- 
ing “socialist'' at everything the New Dealers attempted pro- 
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viously I had thought them insincere, for it was clear that the New 
Dealers were really trying to save "capitalism," not destroy it, but 
now I realized that the ultimate result of all this "saving' would 
be as different from the old system as if a revolution were really 
taking place** 

At the same time it was dear that this swift devdopment of 
public controls over economic procedures was inevitable The pres- 
sures for governmental intervention were coming from all sides, 
from business and finance often as much as from the workers and 
farmers It almost appeared that the leadership made little differ- 
ence much of the New Deal liad actually been begun by Hoover, 
and it was conceivable that much of it would be earned on if con- 
servative Republicans came back to power 

The especially swift pace of the New Deal, as compared to de< 
velopments in the democratic countnes abroad, was due neither 
to the "radicalism" nor to the "lust for power" of Mr Roosevelt 
Even making due allowances for his exceptional type of leadership, 
the fiict was tliat the United States had fallen far behind European 
progress in new social controls dunng tlie glorious prosperity of 
the twenties we didn't need them tlien, and when we did need 
them we needed them all at once 

When I looked over the New Deal measures I saw little that 
was unfamiliar in the light of European developments— except the 
difference of tuning I was still quite unprepared to give a rational 
explanation of what was happening. I still had no theory to ex- 
plain the facts, or to determine just what were the essential dif- 
ferences between a laissez faire economy and an intdligent man- 
aged economy. But it was obvious that the same economic com- 
pulsions were at work everywhere, and that the same types of in- 
stitutions were resulting In some cases tliere were close paiallds 
even to what was happening in the totalitanan legunes, but for 
the most part out progress was the same kind of pragmatic blun- 
denng to meet emergencies which had gone on m the democratic 
nations ever since the war, 

* Tlie English prototypes of the Liberty Leaguers cannot easily understand 
the frantic opposihon to Roosevelt's measures, since their own Conservative 
governments nave put through almost identical measures But 'Tory socibI 
ism" has the advantage of giving the Tones the illusion of controlling events 
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The first emergency was tliat of hunger Every community has 
always considered tliat it had a primary interest in the survival of 
its members, though this country so glorified *'rugged individual- 
ism” and the laissez faire ideal in the nineteenth century that for 
a while during the depression we let people starve (we still do 
occasionally, but it has become excqjtional) Tlie New Deal 
leaped into the breach left by bankrupt cities and states, and fed 
the hiingry—through FERA, PWA, CWA, WPA and other agen- 
cies Other countries had social insurances to cany part of the bur- 
den of unemployment and poverty, but our burden was so mudi 
greater it could only be met by emergency forms of relief With the 
Social Secunty Act, however, we made a beginning m catching up 
witli similar systems abroad And with the Wages and Hours Bill 
we finally achieved recognition of anotlier principle, long accepted 
abroad, that to guarantee against hunger requires putting a floor 
under wages 

This fight against abject poverty carried two connotations in 
Amenca winch similar measures did not cany abroad The first was 
that the much mote vigorous American doctrine of laissez faxtG 
was now impossible to uphold if the govemmeut was to maintain 
a basic minimum standard of consumption The ''gentlemen in 
well-stocked clubs” had a nght to be alarmed Grant that govern- 
ment lias an obligation to keep its citizens alive, and logic cames 
you to alarming conclusions For in a land where "all men are 
created equal” and where the "American standard of living” is a 
national fetish, the people are not content with mere soup 
kitchens You are well on the way to what the Swedes call the 
“nationalization of consumption”— and that, looked at from the 
proper perspective, is not very different from the old socialist doc- 
trine of the "socialization of production” Inevitably the idea 
gained acceptance that the country owes every man, woman and 
diild a living, and an ample living 

To be sure, the New Deal has not yet gone very far It is not 
yet even able to guarantee its future citizens against undemouxish- 
ment, as numerous official and unofficial reports have proved 
Public opinion, when asked to express itself, still clings nostalgi- 
cally to the notion that there is something sinful about relief and 
about Bcoqifang relief ITie well-to do, who feel (usually unjush- 
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fiably) that they pay for rdief, have dinned into the public's ear, 
with a thousand ^^ive tongues, that the country's "moral fiber" 
IS weakened by the practice of assuring people a livelihood * But 
in spite of these hangovers from an earlier period the idea is here 
to stay— and grow And it is incompatible with a system of eco< 
nomic individualism 

The second connotation of unemployment rehef in Amenca 
grows in a sense out of the first If private enterprise cannot assure 
everybody a job at a living wage, and must leave the support of 
millions to society, why should society waste all this potenbally 
wealth-producing labor? Wliy should liard-workmg taxpayers sup- 
port others in idleness— and demoralize them in the bargain? 
Amencans feel particularly stion^y that a man needs to work for 
Ins bread if he is to secure any nourishment from it, the notion 
has pined acceptance that a man is "entitled" to a job So the 
government has turned to work rdief And from 'leaf-raking" and 
"boondoggling" it has turned to building schools and parlu and 
bridges, and improving the community services 

Public enteipnse of this kind, however, is cumulative It grows 
of its own inner drive When Middletown gets a fine new school- 
house out of WPA, nearby Centerville wants one, too Moreover, 
public enterprise cannot be curtailed suddenly without at once 
affecting purdiasing power, not only for tlie tdiefer, but for sev- 
eral others besides who are furnishing matenals, or are producing 
what the reliefer himself buys Gut down work relief and depres- 
sion returns The economic medianism comes to depend more 
and more on public business Tlie maintenance of a minimum 
standard of living ends by becoming a growing public sector o£ the 
economy It makes little difference how those who worship folk- 
lore splutter and deplore, or those who put human wd&re first 
applaud 

There were other emergencies besides hunger and unemployment, 
however In sjiite of the old Amencan timidity towards the "inter- 
venbonist" state, there was no escape Every interest was demand- 
ing rescue Hoover sent the RFC to rescue the banks and the 
railroads. The AAA followed under Roosevdt, to rescue tlie farm- 

* Curiously enough the wdl to-do consider it their greatest pnvilege to do 
just diet for their own children 
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ers Labor, small business, big business, all were asking li^ Relief, 
recovery and reform were all mixed together in the rush of new 
insbtuhons, which, while laughed at as "alphabet soup," were all 
welcomed by some powerful interest demanding some kind of pro- 
tection from the ill winds of insecurity 
That government is "in business up to its neck" is now a mat- 
ter of course Most of its activities are familiar enough, either as 
outgrowths of earlier encroachments of our own government, or 
as part of the post-war European pattern 
One way to measure the growing role of government is to com- 
pare the governmental budget with the national income In die 
socialist state of Soviet Russia the budget, on both income and 
outgo side, has been as much as 80 per cent of the national in- 
come In Germany governmental expenditures are half as large 
as the national income In the United States all public outlays, 
federal, state and local, rose from 10 per cent of the nabonal in- 
come produced in 1915, and 14 per cent m 3^29, to 54 per cent 
in 193a It IS now perliaps 25 per cent * The problems which 
business has been unable to solve for itself and has left the gov- 
ernment to solve run from railroad transportabon to pants press- 
ing Public services to fill the gaps left by private enterprise extend 
from issuing bulletins on the proper pinning of diapers to throw- 
ing dams across the Tennessee River 
There are innumerable facets to this growing governmental 
activity, of couTs^ hut this is not the place to list them There 
are some special procedures I wish to cite, however, resembling 
similar procedures abroad, which have a particular significance 
for OUT inquiry 

One is the growth of what in Italy, and in Catholic social doc- 
trine, we have seen called "coiporabvism ” Tins means essentially 
the attempt to organize interests, and bring them into co-operation 

* Again let me make clear that these ^ures do not mean, as those who 
denounce tlie '*tnx eaters" contend, that these amounts are subtracted from 
the national income, either here or m Russia The fact that 30 per cent of 
the nation's business is done Iw large coipoiahons does not mean that the 
people are 30 per cent morer (though there is more truth in this stotement 
than the preceding) The above ^ures merely signify that, measured in 
mon^ terms, one-quarter of the nation's business is now pubbe business See 
above, pages 115, 159, 171 17a 
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where they conflict,* Business men have long piactioed this in 
their trade associations Any collechve bargaining, whether of or- 
^nized work^ with employers, or of organized consumers (in 
cooperatives) with producers, is a step m this direction, l^e 
most ambitious attempt made in any democratic country was the 
NRA, m which the government directly fostered trade associa- 
tions to represent industnes, and trade unions to represent woriets. 
Consumer representahon was also sought The NKA failed to 
achieve its aim because there had heen no training or experience 
available to make representation of worker and consumer interest 
effective, and the trade associations had it all their own way in 
the "code autlionties 

Under the present Wagner Labor Kdataons Act the effort is 
limited to collective bargaining between labor and individual 
businesses But followmg the report of the President's Committee 
on British and Swedish labor raations ip the summer of 1938, it 
IS probable that collective bargaining by industry rather tlran 1^ 
enterprise will be encouraged And there has been continuing talk 
of a new NRA, in which the representation of ownership and 
management might be in a minority as opposed to the repiesen- 
tabon of the government, the consumers and labor. 

The AAA was also an experiment in "corporativism" Far 
greater democracy was possible in organizing agriculture Farmers 
are brought together county by county and product by product, 
to vote on tlie application of production and marketing quotas 
and to see to their enforcement. Unfortunately the consumer in- 
terest IS again difficult to represent no slum child can protest if 
the milk conbols lessen Ins consumption of milk. But the New 
Deal amcuUuial organization is as democratic as present condi- 
tions allow 

A second significant new procedure is that of the autonomous 
public corporation, similar to those we noted m England Ibe 
usual form is that of a private corporation, but the capital is more 
hkdy to be raised from the government than from individuals 
Sometimes, as in the case of the TVA, the organization is not 
called a corporation, but is still able to raise capital by borrowing 

* "Coipoiahvism" su^ts neither dictatorship nor democracy As we shall 
see later, it may be as important a technique of democracy as in Italy it la a 
technique of dictatorship See bdow, pages 307 note, and 381 
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from the public On the financial pages of the paper you will find 
a listing of all sorts of securities of public oorpOTstions and au' 
thonties, which are traded in like government bonds and pnvate 
securities The HOLC, FDIC, and FFMC (Home Owners Loan 
Corporation, Federal Deposit Insurance Corporation and Federal 
Farm Mortgage Corporation) were all financed with pnvate capi- 
tal. In odier cases one government agency will "own" all the stock 
of another, as in the familiar private holding company piocednie, 
thus the HOLC subscribed to all the capital stock of the Federal 
Savings and Loan Insurance Corporation. 

The question of "ownership" in all these cases is even more 
metaphysical than in the case of the American Tel & Tcl, and 
other hig "private" corporations, which I discussed in an earlier 
chapter Tlie whole distinction between the words "public" and 
"pnvate" is bieabng down more and more In the typical large 
corporation of pnvate enterprise the capital is furnished by many 
stockholders and bondholders, the stockholders alone are consid- 
ered "owners," but to all intents and purposes modern ooiporation 
law simply recognizes in the various types of "senior^' and "junior" 
secunl^ holders, merely greater or less claim to the assets or earn- 
ings of the corporation And this scattered ownership of daims 
stands over against a concentrated control of management Very 
often dns control is in the hands of bankers who represent "credi- 
tors" rather than "owners," that is, merely one particular set of 
claims as against another. 

Now, the government may come into the picture with vanous 
types of claims When it went into the banking business itself, 
with the RFC, it found itsdf in a position to dictate to corpora- 
tions to which it had lent money, just as a private banker might 
do.** In the case of the autonomous public coiporations it has 
com|dete control, even though all the capital may he raised "pri- 
vately " In the case of the vanous regulatory bodies, such as the 
Federal Communications Commission, it represents the claim of 

* When StURit Chose examined the RFC's "portfolio" a few years 1^ he 
found two thousand small ublibes, three insurance companies and a railroad, 
as well as scores of banks over which die RFC could exercise control In die 
case of some of the hanlcs the RFC was given special voting stock os security 
foe its loan, but dus would seem to he gilding ^ Illy 
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the puUiG to good service and leasonahle rates It has been sug- 
gested that the government should represent all absent stock- 
holders by holding their proxies at annual corporation meetings, 
and since usually only a small minority are personally present this 
would give the government complete control without any "owner- 
ship " The possibilities for a further breaking down of the dis- 
tinction between "private” and "public” in the corporation field 
are numerous 

There is another area in whidi governmental influence on eco- 
nomic activity has grown mightily, as in Eniope— the field of 
money and credit Our money has become a "managed money” 
with its gold value subject to change in accordance with wliat 
seems the general economic interest * 

Currency is, however, of less importance in modem monetary 
systems than bank credit The first move toward control of the 
volume of bunk credit came in 1913 when Woodrow Wilson and 
Carter Glass established the Fed^f Reserve System as the equiva- 
lent of a central bank, or 'banker's bank”, since then the orthodox 
method of influencing the volume of credit by means of the re- 
discount rate (which encourages or discourages borrowing by low- 
enng or raising the interest rote) has been in use But it is hardly 
effective any longer, so in recent years another method of affecting 
the volume of credit money has been tried "open market opeia- 
hons” of Federal Reserve Banks in buying and selling government 
secuntics RoosevelFs Banking Act of 1933 extended this practice, 
and also subjected the Board of Governors of the Federal Reserve 
System to definite public control, by requiring a majority of its 
membership to be political appointees "Open market operabons” 
liave proved to be ineffective, too, at least in enlai^ng the volume 
of credit But in spite of its hulures the whole New Deal trend 
has been toward a greater control of the banking process If and 
when die New Ded or a subsequent administration knows what 

* Devaluatum of ttte dollnr actually liad little effect, since eveiy other 
country was doing the ei^uivalent, and the only lemaining significance of the 
gold base is for tnde with other countries But diinng the early stages of 
devaluation Its effect on our foreign trade was sucli that the new Import 
Export Bank liad to license tiansachons for a while we approached the 
planned barter trade of the authoritarian states 
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It wants its banlung system to do, the controls will be ready to 
liand 

The investing process is, as we have seen abroad, of central im- 
portance to the volume of purchasing power and tlie extent of 
economic activity Here again our government has had no clear 
poliOT, but has nevertheless extended its influence and control for 
possible future use** The Secunties Exchange Act has begun 
transfonnmg the exchanges from private gambling dubs, the turn 
of whose roulette wheels determined whether millions should go 
hungry or not, into public agencies for the utilization of savings, 
and it has subjected the issue of new securities to considerable 
supervision Moreover, the requirement in the new Banking Act, 
that commercial and investment banking be separated, may have 
great significance Far more important, however, to the investing 
process is the degree to which governmental spending has taken 
the place of pnvate investment And the recent shift to the term 
"governmental investment" is of the profoundest import 

Virtually all the New Deal depression measures, whether those 
controlling money and investment or controlling other phases of 
the economic system, paralld similar measures abroad And most 
of tiie devdopments abroad find their protolypes here Even the 
powerful stimulant to the development of collective economic 
controls that arms programs have provided abroad is now becom- 
ing evident here. 

Yet still we have millions of unemployed Still production lags 
behind the levels of ten years ago, while the totalitarian states 
zoom upward Still we have chronic depression, though chaTao* 
ten^ by minor booms and "recessions " In spite of all the talk 
about putbng the unemployed back to work and all the heroic 
effort that has gone into "restoring prospenly,” the New Deal has 
not solved the basic economic problem 

Is the trouble after all that we shll cling to a "capitalist system” 
and that the only remedy is "socialism’7 Is the New Deal ham- 

* Goveinmeatal control of investment Is not entirely new m America 
"Blue laws a^mst issuing secunbes repicsenbng only imaginaiy assets, 
and legukbons governing file proper investment of funds of insunnoe cam 
panics and savings banks, liave long been common m the vnnous states And 
during file war a Capital Issues Committee was set up nabonally to authonze 
the finannin g of new Capital ventures The New Deaf has not yet gone so far 
as that 
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strung because it 19 essentially a ‘‘capitalist” govemment-^ the 
Marxists would say, the “executive committee of the ruling class”? 

Yet clearly it Is no such simple thing as that If so, why are the 
wealthy its bitterest enemies? With as much heat and conviction 
as any Tiotskyite, the "ruling class" denounces the New Deal, but 
declares it "socialism ” Yet dearly it is no such simple thing as 
that, either The European political labels do not fit In Europe 
parties and gevernments are labded "Conservative" or "Socialist 
Labor” or "I^dical Socialist” or what not, though the actions 
they talce seem to depend very little on their labels The New 
Bed could be given neither a definite class label nor a definite pro- 
gram labd Its only theory iS pragmatism— to "do what it takes," 
as Maury Maverick once put it The only thing that can be truly 
said about its class backing 15 that it does not represent the wealthy 
class It does indeed draw its strength from the unprivileged— the 
ivorkers, tlie famiers, the unemplt^ed, the Negroes— but in such 
a way as to make little less appeal to the un-das^nscious middle 
classes If the New Deal is concerned with social change it is most 
certainly untoudied by ibe European concept that social change 
must depend on the ‘'proletariat. If it is "socialist” it is certainly 
umnfluenced by Marxian "socialism ” 

Is that then the reason why the New Deal has failed to solve 
the basic economic problem— because none but a working-class 
movement can impose an adequate program? If the New Deal is 
inadequate, what land of program would be adequate? 

My own search for an answer had led me to the point where I 
needed a theory. Facts were obviously not enough 1 had always 
shied an;?ay from Marxism, feeing it was not rdevant to Amenca 
Yet Marxism at least had a theory. And its devotees could cite 
that tlieory as explaining why neither the New Deal nor its Euro- 
pean prototypes had been able to escape the dilemma of "poverty 
m the midst of plenty ” I had to understand that theory before 
I could decide why it was irrelevant— if indeed it was X had to 
know what it had to ofier before I looked dsewhere, for I knew 
tliat there was no other economic theory that was os all-embiacing 
and impressively complete as Marxism. 

Fait 111 of this hook, which now follows, is an analysis of 
Marxist economic theory. The reader who is not interested in 
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inism, or in wkt I liave to sav on Maixii, 4 lie able to 
pj^ up the thread wiiiout diiculli if he turns at once to Fart 
IV But in so far as this is a record of a personal inquiiy, mj 
encursion into Marxism is vei| deSnite[| part of tlie stoij 
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THROUGH MARXISM DARKLY 




Chapter Eleven 


BEARDING THE PROPHET 


T he appeal of Maixism, as 1 have felt it, is the appeal of a 
rdigious faith I should never have been drawn to it be- 
cause of any intellectual qualities In so far as it has an in- 
tdlectual attraction I think it is largely the attraction that any 
comprehensive and final intellectual ^'system'* has for the imnd 
weary of uncertainties and inconsistencies But that m itself is 
more an emotional than a strictly intdlectual ciavmg 
My own ‘‘personal histor/* coincided in a curious way with 
Vincent Sheean's, as we were both introduced to Marxism and fdt 
its pullinp power through contact with the same person Slieean 
tells in his rersonal History of meeting Michael Borodin in Han- 
kow in 1927, when Borodin was virtual master of the Chinese 
revolution. Talking to Borodin was to Sheean like a great illumina- 
tion All the dark brutal facts of the world began to fit together 
in the Marxist pattern, as Borodin, fresh from Moscow as agent 
of the Communist Intemabonal, daborated the theories The con- 
fused elements of economic and social development came into a 
comprehensible relation to each other the tangle of trees became 
a forest, the forests and rivers and mountains and valleys could be 
seen as a whole, as on a map 

Sheean later tells of the dramatic escape of Madame Borodin 
from the clutches of the bandit war-lord of Peking, Chang Tso- 
lin, dunng one stage of the escape Sheean was prepared to smug- 
gle Madame Borodin out as his aunt He also mentions, without 
detail, that when first captured the wife of the Communist leader 
had been saved from immediate execution through the inter- 

S35 
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raediflhon of my father, who was then engaged on a onerinan 
senatonal inquiry among the armies of China My father had pro- 
tested to the gnm bandit chief that the summary strangulation of 
a political prisoner without trial, particularly a woman, would 
have a bad effect abroad, and, after a tense moment, when the 
interview nearly resulted m an additional execution, Chang agreed 
to give her a trial Sheean tdls how die trial judge was bnbed, and 
ran away with his money even before Madame Borodm could 
escape from tlic city 

Now it happened, when I was m Moscow four years later, that 
Madame Borodin— or Comrade Borodin^l, as she was more prop 
erly called— vras the director of an Institute for Foreign Language, 
where I applied for a temporary job teaching English (so tliat 1 
would no longer be a '‘tourist” but a '\vorker”} She was most 
cordial, assigned me a job as a teacher of a class in English con- 
versation for advanced students, and invited me home to meet 
her husband There 1 came up against that same leonine person- 
ality which had so overwhelmed Sheean— also with lasting effect 

Tliough he was then reduced to minor officialdom, Borodin 
was as impressive, without putting on any airs, as if he had been 
still master of the fate of five hundred million Chinese. For a 
whole evening be talked about China and Russia and commu- 
nism I felt, as I had frequently fdt since I first entered the Soviet 
Union, like an infidd from a distant country I could observe and 
marvd at the faith of these devotees, but obviously the faith was 
not for me, a capitalist from the land of capitalism Borodin caught 
me up on one of my deprecatory lemarls, and said it would be 
quite possible for me to become a communist 

The more 1 thought about it afterwards, the more I was dis 
quieted I began to Unnk about the whole communist belief in a 
new way There was a "message” in it for me It was as if I too 
were "called ” I recognized all tlie symptoms of the religious im- 
pulse, which in my case had reached a high point at a student 
idigious conference at Silver Bay in my freshman year in college 
My intellectual skepticism had tiien supported my natural con- 
servatism and prevented my giving way wholly to the strange emo- 
tional urge to "surrender to God ” And in the same way my skep- 
ticism and conservatism fought now against an acceptance of this 
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new faith— which can make the same appeal to surrender and sao 
nfice as the Christian faith 

A few months later I did go through a partial "conversion ” I 
accepted the communist beli^ that the existing social order— tlie 
"capitalist system"— was in a process of decay and transition to a 
new and hi^er social order— "sociaIism""-ana that individuals like 
mysdf should help to hasten the transition For a while I was even 
willing to accept the full Marxist method the "revolubon" and 
the “dictatorship of the proletariat" But, as I related earlier, I 
could not muster real intellectual conviction for those new for' 
mulas, and I could not picture the America I knew ever repeating 
them with the simple fervor of the Russians Added to my intd 
lectual skepticism was the natural hesitancy of anyone with my 
background, not driven to any real revolt After all, I was brought 
up on Prospect Hill, and the full Marxist creed (like (he Sill 
Chnstian creed) seemed to require that the ragged slum'dwellers 
should rise in then wrath and “expropriate” the statrfy Prospect 
Hni mansion 

Often since then I have fdt a lingering sense of guilt, like that 
perhaps of a heretic or apostate, when I have argued with a con> 
finned Marxist in all his strength of ngliteous conviction I have 
the same sense of infenonty when I talk to a devout Chnstian, 
and he accuses me of lack of faith. More than once an ardent 
Marxist has ended an aigument by saying 'Ton have no faith in 
the working class ” And I realized tliat I had not, and that at heart 
perhaps I did not wish to have But then, I would ask myself, 
should it be a matter of “faith," after all? And if my fear of a 
"dictatorship of the proletanat” is shared by a vital segment, pet' 
haps a majority, of my felloW'Amencans, if most of them fear, as 
I bdieve they do, an uprising of the "propertyless," that fact in 
itself IS a valid argument against the Marxist theory For if too few 
identify themselves with Uie “proletariat," then how can it ever 
establish its dictatorship? And so my sk^ticism has always come 
out on top 

I am moved to make this “confession," not for any personal 
reasons, and not because I want to suggest that my r^usal to 
accept the whole Marxist belief may be unwarranted, but because 
it may help to indicate to what an extent the strength of Marxism 
m the world today is emotional It follows that any purely rational 
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criticism, such as I am undertaking in these pages, will be wholly 
unconvincing to anyone with the religious will to believe 

Marxists naturally resent the use of the word “rehgious^ or "re- 
ligion” in connection with their bdief They point out that Marx 
c3led rdigion the "opium of the people,” and that their “science,” 
which repudiates the supernatural, therefore cannot be called a 
"religion’' The discussion hinges, of course, on the definition of 
the word "religion ” The only question with whidi I am con- 
cerned is whether Marxism does or does not show the features 
associate witli religions From my own personal experience I have 
no doubt that it does 

Angelo Herndon's stimng autobiography, Let Me Live, gives 
the most revealing picture of the mind of a communist tliat I 
know Both die strength and the limitations of Marxism are 
brought out Tlie ability of the Marxist movement to transform 
this Negro vicbm of abject poverty and brutal exploitation into 
an able and courageous leader is the kind of achievement generally 
associated only with religious conversion But there is nothing to 
indicate that the new hiitli is better grounded in reality than the 
old Herndon read Marx’s Capital obviously in the same way he 
had previously read the Bible, with a will to believe, regardless of 
understanding Devoutly religious people can go into raptures 
when they think they "understand” such a play upon words as 
"In the beginning was the Word, and the Word was with God 
and the Word was God ” When Herndon was being beaten into 
insensibility by officers of the law, a not infrequent occuiienoe in 
his amaxingly heroic career, he saw visions of Marx and others of 
his saints as many a Qixistian martyr had before him, and they 
rave him renewed coura^ as they ^d to martyrs before When 
he was sentenced virtually to death on a Georgia (^ain gang for 
organizing the unemployed, he seems never to have lost courage 
A mystical ibitli has immense power in changing human beings 
and hence in changing the world But it need have no close rela- 
tion to facts m order to have this effect. It is true that a faith 
which does seek a constant check against the facts in the real 
world, having little that could be called mystical about it, will 
not sustain anyone very effectively in martyidom— any more than 
Galileo's faith that the world moved around die sun sustained him 
when he was told to recant But I am convinced that if progress 
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in mastenng our environment is to continue, especially at this par- 
ticulaily difficult time, a healthy skepticism in checking hdi^ 
against facts is more important— at least for "mteUectuals"— than 
any emotional '^surrender ” 

Yet one thing more should be said about the strength of a ie< 
ligion Not only can it transform individuals and give them in* 
credible persond qualities, but it can build a powerful movement 
Here again communism has a dose parallel to Christianity. 

When 1 was in Germany in 1934 1 established contact, through 
outside connections, with one of the Marxist groups working "'un- 
derground” in Germany For the most part they were ruthlessly 
honest— about their own limited strength, about the lack of 
revolutionary sentiment among the workm, about the success of 
Nazi propaganda There were almost no discernible reasons why 
they should continue Idieir fnghtfully dangerous and apparently 
hopdess struggle But th^ had faith— a faith sufficiently powerful 
to inspire intellectual confidence, too— in the Marxist predictions 
Th^ had statistics to prove that real wages of the work^ were 
going down Was not the basic “contradiction" of capitalism- 
increasing ability to produce against decreasing ability to con- 
sumfr^till at ifa subtly destructive task? Fascism could not over> 
come that contradiction, depression, crisis, war, collapse, all were 
inevitable, Ihe workers* day would come Like Christians m the 
Roman catacombs, daily eaqiecting to be torn m pieces in the 
arena or nailed to crosses, then magnificent faith sustained them 
Wliether there was warrant for their faith, or, as I came to be- 
lieve, none, obviously made no difference to its effectiveness in 
sustainmg that movement 

If a religious movement has a strength of its own, it also de- 
velops its own peculiar vices The commumst movement, where 
it rose from the status of a persecuted sect and now rules a vast 
country, has shown a tendency to insbtutionalize its beliefs as the 
Christians did m the Roman Church Like ihe Roman Church 
the communist movement now has its orthodoi^, its priesthood, 
its heresies and their priesthoods, its scriptures, its martyroloOT, its 
bdief in ineffable mysteries, its faith in tlie sure coming m the 
“kingdom ** 

But in becoming a faith, and in building a churdi, Marxism 
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has largely lost its potentialities for being a science or a **teclv 
nology ' 


Marx and Marxism 

It IS impossible to treat Marxism lightly I have come from Marx 
with no small amount of respect for him, and for the set of be- 
liefs he founded, even if I have felt the necessity of tahing a defi- 
nitely antagonistic position For better or worse he is one of the 
great figures of history He spent a lifetime of poverty and fil- 
hcaltli in a struggle for human betterment and in arduous intelleo 
tual effort He was the founder of the most powerful rdigion of 
modern times He made some great contribubons to the under- 
standing of social forces He is far too big a man and histoncal 
figure tor any single cntic like myself to add or detract &om his 
stature Moreover, many of his followers have sufficiently emulated 
Ins industry and his endurance so that no one can lightly dismiss 
them and their work And, finally, the fact that milhons have 
been affected by him and the course of world history dianged, is 
sufficient to call for a wholly respectful treatment 

I am not here concerned with Marx himself, however, rather 
I am concerned with Marxism, in fact only a part of Marxism, its 
economic theories Marxism is a set of traditional beliefs In cer- 
tain super&cial respects are fluid and subject to change, but 
basically th^ are crystallized in a hard framework, tending to im- 
pnson men’s minds ratlier tlian release them. It is that framework 
which needs critical analysis * 

It might seem that tliere is little need for cnticism of Marx- 
ism in America Certainly 1 do not share the absurd fears of those 
who see Amenca threatened by a "communist menace ” Tlie aver- 
age American is probably ignorant of any other h^ix than the 
four Marx brothers, and the followers of Karl Marx have and are 
likdy to have no considerable influence on Amencan history. That 
in fact is my quanel with them and with Marxism— their ineffec- 
tiveness The system of beliefs I am calling Marxism is, it seems to 
me, a principal obstacle to intelligent action in tins country Thou- 

*It ]iiu often been pointed out that Mane himself disclaimed being 0 
“Matxist “ In his own lirebme he could see the cryatalhzation of ideas tatm g 
place Yet his own polemical intolerance was partly to blame 
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sands of earnest and able people^ paiticularl^ young people, aie 
being swept into the Marxist can^, and theii intdlectuaf capac- 
ities, which might be turned to effective purpose in molding the 
American scene, are virtually sterilized If they escape both the 
ineffectuality of a permanent acceptance of Marxism and the dis- 
illusionment of a reaction against it, tliey are likely to revert to 
pure pragmatism— which rests on too dangerous a confession of 
Ignorance 

Much of the intellectual appeal of Mancism to its present de- 
votees IS still emotional as 1 suggested, it satisfies the intellectual 
craving for certainty and order in a hewildenng environment It 
has an immense prestige derived from a long history, a voluminous 
and comprehensive literature, and the official support of the Soviet 
Union • 

Tins prestige, particularly of Marxist economics, is compara- 
tively recent m the English-speabng countnes. Maix lived much 
of his life m England, and did most of his work on Capital in the 
Bntish Museum. But English economists paid little attention to 
him He wrote in German and a few German economists engaged 
in theoretical tilts with him m recondite pubheahons His first 
volume was translated into Russian, and certain sophisticated in- 
tellectuals in St Petersburg dropped the cruder forms of my^ 
ticism widi which they were occupying their leisure to discuss 
Marx some of the young ones, eager for a faith in winch they 
could become active, spread Marx’s revolutionary political ideas, 
and hundreds of young aristocrats went to ]ail But in England his 
book was not translate till long after his death, and tlien only m 
part It was not till the Great Depression of the 1930’s that many 
a young English intellectual became crihcal of economic institu- 
tions, and Maix alone seemed able to give some of them the emo- 
tional justification and rationalization for their discontent 

America was ahead of England in its respect for Marx, because 
many immigrants from Germany and Russia at the end of the 

* It IS perhaps unnecessary to point out to how small an extent this pies- 
tige value affects tho validity of Manusm Tlie Cathohe Church has today 
far more scnptural backing and an incomparably greater weight of tradibon 
bdimd it, yet a non Catlimic does not therefore fed constrained to accept its 
Hoctnnes And the Soviet power no more proves the validity of Marxism 
Uian Hitler’s Germany proves the theory of Aryan supremacy 
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nineteenth centniy brought then Marxism with them Tlie second 
and third volumes of Capital were first translated and published 
in Chicago, thougli this was only thirty years ago Marxist eco- 
nomics was not tahen very seriously in this country, any more than 
in England, except by those who could read him m the oiigmal 
German or in the Russian translation, great universities set up 
their departments of economics without paying any attention to 
what he had wntten A few labor unions, in which recent immi- 
grants from eastern Europe had a large membership, like the 
'^needle trades'* unions, were centers of the Marxist faith, but even 
there a younger generabon. American-born, soon began to over- 
shadow the influence of the old Maixists Marxist influence among 
Amencan workers is waning at the very bme when American in- 
tellectuals, like their English prototypes, ate taking him up, 

It is largely because of this new interest in Marxism among my 
own contemporaries that a searching test of its validity seems 
called for For the last few years it has had a blig^bng ^ect on 
all social anal^s 

In two of the three fidds of Marxist thought there has already 
been a reaction Marxism has three aspects, a philosophy, a politi- 
cal theory and an economic theory Its philosophy and pohbcal 
theory have been under considerable atta^, but its economics has 
been latgdy ignored— being nominally accepted even by many 
who have rejected Marxism as a pohbcal method I am here con- 
cerned with Marxist economics, but a few words seem called for 
on the other aspects Marxist thought is woven into a bglit tex- 
ture, with all parts more or less mterd^endent 

What Is Marxism? 

The Marxist philosophy of dialectic materialism and the eoo 
nomic mterpretation of history have been under much recent 
discussion. Maix derived the concept of the dialectic from Hegel 
Its unscientific character goes back to that curious mind which, 
as Chase and Hogben have recently told us, believed that there 
could be only seven planets (astiomers using scientific methods 
have since discovered two more) because of the remarkable myshc 
properties of the number n\ Hegel, objecbng to the static quality 
of formal logic, conceived of Truth or the "Absolute Idea" as 
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emerging out of a "dialectic” conflict of opposites thus a jury is 
supposed to get the facts (with equally little scienbfic justifica- 
tion) from the argument (i e, dialectic) of opposing counsel mak- 
ing conflicting assertions Maix turned Hegel “nght side up” by 
declaring the conflict one of materialist rather than idealist forces^ 
and "dialectical matenahsm” became the philosophical formula 
which the Marxists have repeated ever since As apjnied to history, 
the dialectic sees evolution proceeding by the ‘‘reciprocal inter- 
action” of opposing forces^ e g » in "class struggle ” 

To a degree the dialectic may hdp m emphasizing the chang- 
ing organic nature of human socie^ But other writers have dealt 
with social evolution without using such an abstract and meta- 
physical approach. At its best the dialectic is no more than a 
dumsy and oblique way of approaching science At its worst it is 
a useless and pernicious form of magic. Much of the Marxist 
political and economic analysis is ^Ise because derived from the 
theological concept that die conflict of ideas and institutions is 
always in opposing pans— dualism rather than pluralism Just as so- 
ciety IS thought of as divided into two wamng camps, instead of 
as an intensdy complex resultant of multiple group and individ- 
ual inteiests> so the economic process is seen purely in terms of 
two conflicting claims on the social product, that of the laborers 
and tliat of the capitalists; and contemporary history is seen purely 
in terms of two economic systems, capitalism being identified with 
the capitalist dass, and socialism with the working dass The con- 
fused realities of the present-day world are unmtclhgible to the 
simon-pure Marxist 

Similarly Mauds economic interpretation of history— the idea 
that man's economic arrangements condition his other social ar- 
rangements— is reared into a dogmatic abstractaon till it may be as 
much a hindrance to understanding as an aid. The Marxist always 
has a weakness for making general and relahve tendencies into 
absolute facts It is probably tme that among all the conflicting 
interests that shape numan behavior in the poup, the economic 
interest often tends to dominate That is the kernel of one of 
Mands greatest contnbutions to thought But if the "economic 
interpretation” is made into a "law" it prevents a due understand- 
ing of all the other interests and forces that condition our social 
d^opment 
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Tlie same hankering after absolute "laws” is apparent in the 
political aspects of Marxism The heart of the political and social 
theory is that the working class has a special "histone mission" to 
hnng the socialist society The theory is a logical outgrowth of the 
dialectic m history, for the working class is in the present era the 
opponent of the capitalist dass, which is dominant m a capitalist 
system And the economics of capitalism, according to the Marx- 
ists, IS sudi as to impovensh the working class until it is compiled 
to revolt Actually in Marx's mind and in the minds of his fol- 
lowers the logical processes have probably been the other way 
round the Marxists are emotionally aroused by the poverty and 
exploitation of the working class, and they denve their histoncal 
and economic theories as a rationalization of their hope that tlie 
workers will revolt Hence they see society split up, m Marx's 
words, "into two great hostile camps, into two great classes directly 
hcing each other Bourgeoisie and Proletariat " 

Since the rise of fascism as a revolt of the middle classes, there 
has been much analysis, even in Marxist circles, of the modern 
class structure of society And there is a growing realization that it 
is from the simple dualism of Marxist theory The Marxist 
political and social "laws" are being subjected to as penetrating 
criticism as the philosophic "laws " 

Only the economic "laws" have been left largely unchallenged 
in this present penod of enhanced Marxist prestige This is the 
more surprising since the whole concept of "laws" of economics, 
as applied by the classical or ortliodox economists, has been rid- 
dled, often by the Marxists themsdves 

It was natural that attempts should long have been made to 
establish economics as a science similar to the physical sciences, 
and even today conservatives think of the "law of supply and de- 
mand" of economics as similar to such "laws" of physics as the 
"low" of gravitation The difficulty witli any sudi concept is that 
economics is dependent on human beliavior, and our knowledge 
of human psychology is still so pnmitive that prediction is often 
impossible For instance, consider the crudity of the nineteenth- 
century psychological economists, who attempted a mathematical 
balancing of the "pain” of paying a certain price or making a ce^ 
tain effort, over against the “pleasure" to be derived from satisfy- 
ing some want It is tme that much progress lias been made along 



BEARDING THE PROPHET 


245 

tliese lines, paibculnrly with the devdopmcnt of the "marginfll” 
concept end the elaboration of the science of statistics But at best 
our economic “laws" merely indicate tendencies, m a rough sort 
of way 

The Marxists have appreciated the limited degree to which the 
generalizations of the omiodox economists were "laws,” but Uicy 
have gone right on expounding their own “laws ” And these laws 
became so rigidly formulated early m the history of Marxism— 
thanlcs to its ecclesiastical character, as I noted above^that they 
are in some respects as outdated as medical treatment by bleeding 

The essentials of Marxist economic theory were published by 
Marx in the Manifesto in 1847, almost a hundred years ago Tli^ 
were based on the unscientific approach of the dialectic, and as a 
rationalization of an emotional desire to end the injustice of eco^ 
nomic exploitation Dunng the many years they were daborated 
by Marx, he had virtually no statistical data with which to test Ins 
theoretical abstractions, in comparison to the voluminous data 
available today He died over fifty years ago, leaving much of his 
work to be finished by Engels, but Engels was far more interested 
m the philosophical and political aspects of Marx’s teaching than 
his economics, and he added little Few of the followers of Mane 
have attempt^ to keep Marx's economics up to date, eitlier as 
regards the discoveries of the theoretical economists of the “mar- 
ginal utility” school (at least until the last decade), or as r^ids 
the rapidly changing world of business and industry in whidi they 
found themsdves 

It is a testimonial to Marx's own genius that lus work has stood 
up as wdl as it has, considering how it has been kept intact as a 
finished thesis instead of being constantly built upon (as all other 
saentific formulations have been in the past half-century) He did 
have amazing prescience He foresaw much of the economic devel- 
opment of the succeeding years— the growth of big business, mo- 
nopoly, banking, new cr^it mechanisms, economic impenalism 
But he could not foresee how these changes would affect the basic 
operations of the system And there were many changes whicli he 
did not foresee, or foresaw so dimly that lus predictions were of 
no value— the growth of the new middle classes in distnbution 
and the services, economic nationalism, “state capitalism," “deficit 
financing,” and the whole mixture of “pnvate" and "public” en- 
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teipnse, "capitalBin” and "cofleclivism ” dunng the post-war era. 

With Mau^s natural limitations of time and place there can be 
no quarrel. But the general religious and philosophical cast he gave 
his movement seems to have prevented any of his followers from 
carrying on his work in the fi5d of theory. 

They have mode virtually no progress in understanding "capital- 
ism” or its "laws of motion ” And because he discouraged the 
study of the economics of "socialism" as "Utopian,” they have 
contribute little to an understanding of the economic require- 
ments of our present era Their intellectual failures have extended 
into other fields than economics. No Marxist as such has, so fiir as 
I know, contributed anything substantial to the natural or social 
sciences I say this m no petty, caviling spirit If the Marxists did 
not make such great pretensions it would not be necessary to go so 
far afidd But, claiming a uniquely valid approach to knowledge, 
the Marxists lay them^ves open to the counter-charge that they 
have contributed pitifully little to an understanding of the mod- 
em world * 

The communists will point to the Soviet Union as the refuta- 
tion of these charges, and to the work of Lenin and Stalin (or 
Trotsky) as proof of the value of the Marxist intellectual tools. 
These leaders— take your choice— were great revolutionists, great 
leaders of men, as Mirabeau and Danton were in another revolu- 
tionary period But then intellecbial oontrihuboiis to a theoretical 
understanding of social forces are of little account Where they 
followed Marx they merely repeated him Where th^ produced 

* The economists and ^itical saentlsts who have made the most valuable 
conbibotions to cuirent tnoaght have not done so by usma Mandst methods 
or tools The Fhbians In England, Wells, Shaw, the Weobs, and more re- 
cently Cole and Ladu and otnen, nave done fat moxe intellectual spade work 
than any Marxists, and though some of diem in the stress of the present 
critical penod have gone over emotionally to the Marxist camp, thw have not 
done their best work as Manosts Likevi^ in America our chief dependence 
has been on the “mstltutional economists" of Vehlen's school, rather than on 
the Marxists, for help in developing new economic procedures So far as work 
beenng on the organisation of a futote society u concerned, many schools of 
thought have contn'butcd more than the Marxian the “Clinshan Socialists," 
the "guild Socialists," the ^dicalists, the monetary and banlung reformers, 
the sheer "Utopians" like Edward Bellamy will, I think, all be seen to have 
bad a mester influence on the shaping of the institutions of die future than 
the followers of Marx. 
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original work (as m Lenin’s analysis of the nature of a revolution- 
aiy political group in What Is to Be Done? or Stalin’s solution of 
some of the problems of economic planning) they owed nothing 
to Marx In action Ih^ went wrong when they tried to be l^rx- 
ists, and th^ succeeded when they forgot their Marxism^ Tlie toll 
of human suffering and brutalization whicli Marxism has exacted 
in the Soviet Union is immeasurable The dash between the re- 
quirements of practical necessity and the dogmas of the faitli is 
probably a major reason for the recent purgingSj for Stalin the 
mthless man of action could not square his activibes with the 
Marxist religion except by exterminating the purists in that faith 
In the rest of the world the Marxists have made an impressive 
showing because of their faith, and have failed when adequate 
understanding was called for In particular, the Marxists have con- 
sistently been unable to understand fascism They did not predict 
it TIi^ misinterpreted it when it appeared Th^ have been un- 
able to cope with it, and have succumbed miserably to it when 
conditions were npe for its advent 
Outside of communist Russia and the fascist states there has 
been, as we have seen, a vast range of developments, transforming 
the economic system in tlie direction of collectivist controls In 
certain countnes Marxist parties (though of the "revisionist” and 
"opportunist” type denounced % Marx in his lifetime) have 
played an important part m these devdopments. But equal prog- 
ress has heen made by non-Marxist groups— co-operators, Farmer 
and Labor parties, "Tory socialists,” military interests, Demo- 
crats, and by the subtle non-pohtical pressure of consumers seeking 
public services The world of today, outside of Soviet Russia, owes 
nothing substantial to Marxist economic theory 
Marxists will point to the depression period beginning in 1929 
os proof of the validity of Marxism did not tliey alone predict it? 
They will quote from the remarkable prophecies of the Manifesto 

"In these crises a great part not only of the existing prod- 
ucts hut also of previously created productive forces are peri- 
odically destroyed In these crises there breaks out an epi- 
demic that, in all earlier epochs, would have seemed an ab- 
surdity— the epidemic of ove^productlon Society suddenly 
finds itsdf put back into a state of momentary barbarism* it 
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appears as if a famine, a universal wai of devastation, had cut 
off the supply of every means of subsistence industry and 
commerce seem to be destroyed, and why? Because there is 
too much civilization, too mudi means of subsistence, too 
much industry, too much commerce ’’ 

"Commercial crises, each time more threateningly, put on 
trial the existence of the enbre bourgeois society . So 
ciety can no longer live under this bourgeoisie ” 

Yet the Marxists’ predictions impressed me more a few years 
ago, when with many others, Marxists and non-Marxists alike, I 
bdieved tlie end of capitalism imminent But now that it has been 
once more “postponed” I realize that this is only the latest of a 
senes of posteonements going back ninety years to that paragraph 
in the Mnnifesto If a doctor has predict^ the death or a mtient 
off and on for ninety years, then, even if the patient should die, 
how much credit can be given tlie doctor? And m this case die 
patient isn’t dead yet 

Twenty-five years after the Manifesto, Marx was not quite so 
sanguine about the imminent breakdown of capitalism In 1873 
he went no farther than to speak of the "periodic cycles to which 
modern industry is subiect, and the culminahng point of these 
cycles, a universal crisis,” but added ambiguously, "Such a crisis is 
once more approaching " In 1886 Engels bdieved a “permanent 
and chronic depression” had succeeded to the previous cycles, and 
declared “We can almost calculate the moment when the un- 
patience, will take their fate into their own 
1894, when Engels brought out Volume III of 
in a footnote “Is it possible tliat we are now in 
the preparatory stage of a new world crash of unparalleled ve- 
hemence? Many things seem to indicate this " * In the heyday 
of Social Democracy, igoo-14, the peaceful victory of socialism and 
tlie end of capitalism by democratic means were widely believed 
imminent With the war and the Russian Revolution the end of 
capitalism was expected to come with the rapid spread of world 
revolution, but with the establishment of the post-war prosperity 
Marxists once more turned to hopeful predictions of the final eoo 

* Actually world capitalism was at that moment moving into its greatest 
Dcnod of stable expansion 


employed, losing 
hands'’ Again, m 
Capitnl, he asked 
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nomic collapse The Great Depression seemed to ]ustify their 
hopes and gave them new prestige they claimed that Marx's eco 
nomics had permitted them alone to foresee this final crash 
Still the wish was father to tlie thought, and the final crisis and 
revolution have once more been postponed 
Marxism has been a great r^igion It has offered hope and 
courage to the insecure and the oppressed It has fired thousand 
and millions of people with tlie energy needed to overthrow out 
worn institutions It has been a dynamic force in the modem 
world But it is not a science In the field of economic theory as 
in die field of social theory it may be worse than useless, for wrong 
prediction may be woise than no prediction 

Wading Into “Das Kapital” 

Offliand that record of ninety years' failure m prediction might 
lead one to consider there was no value in pursuing Marxist eco- 
nomics furtlier But at least the Marxists can claim tliat Maix 
understood the unstable nature of capitalism, which would lead to 
periodic crises, and that this was a greater acliievement than his 
contemporaries, who considered capitalism as stable and eternal 
Moreover the Marxists will point to die fact that the last depres- 
sion was of unparalleled seventy, that our whole civilization has 
been impenled by its repercussions, and that there is evidence that 
any permanent and real recovery is now out of the question, all 
of which bears out the Marxist analysis of inherent contradictions 
in capitalism which would lead to its ultimate downfall 
Moreover, no one is justified in passing off the Marxist eco- 
nomics as of no account, unless perhaps a purely academic the- 
onst Such an economist may ri^tly feel diat Marx's theories are 
mere cunosihes in the long history of economic thought But be- 
ing a political and social force gives Marxism and its economics the 
n^it to demand a thorough analysis, even if it had no other claim 
To understand Marxist economics is a painful and laborious, 
and on the whole quite unrewarding, undertaking Having a New 
En^and conscience I have not fdt I could depend on secondary 
sources and on wordof-mouth discussion, diough I am inclined 
to believe no one could make much out of the Marxist writings 
without a good antecedent dose of both I breathed an atmosphere 
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of Marxism (official, uncritical, diluted, of course) m the Soviet 
Union; fortunately 1 also ran into a young English university man 
who was m the process of conversion from Fabianism to oommu- 
nism, and with him I carried on endless discussions and later a 
massive coirespondcnce It is by such personal contacts that most 
Marxists are made, 1 am certain Then on my return to Amenca 
1 took a concentrated course in Marxism from one of the pio< 
foundest (if in recent years most dissident) Communists I Irave 
known But finally, after skirting a good deal of secondaw Marxist 
^vntlng, I tackled the ''Bible'* iteelf, the three theorebcal volumes 
of Capital, in 2,500 pages, and have by now driven myself through 
most of them twice I will not deny 1 consider this something 
of an heroic achievement 

What Maix attempted in Capital was a comprehensive analysis 
of the way the economic system of his time worked— it 1$ in the 
Preface to the Fust Edition that he speaks of "the economic law 
of motion of modern societ/ — with the specific purpose of find- 
ing the "tendencies wliidi work out with an non necessity to- 
wards an inevitable goal " The goal was of course the collapse of 
capitalism and the seizure of power by the proJetamt The proof 
which is attempted m Capital, and which Marxist entliusiaste be- 
lieve achieved, is that the inner contradictions of capitalism tend 
to aggravate themselves, producing ever more serious crises, until 
the system becomes wholly unworkable 

The real significance of Capital then should be that it provides 
an adequate understanding or the business cyde, and a proof that 
depressions will get worse till they end in collapse The fact tliat 
the prediction has been constantly projected into a new future 
the collapse not having mateiializra, should at once suggest that 
the proof is faulty Actually the proof is never made At least I have 
been unable to find it Let me summarize the argument as it is 
built up 

In the first volume a contemporary (and long since discarded) 
theoiv of value os arising from labor time is expounded, and van- 
ous definitions, of commodities, money, capital, ate laid down 
Then Marx derived, m his own ongmal way, the concept of sur- 
plus value, by which he sought to explain tne difference between 
the value of the worker's labor power as expressed m his wages, 
and the value of what his labor produced os expressed m the pnee 
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of the product This surplus value was produced by the worker 
but it aid not belong to him, instead the capitalist took it, in this 
way “exploiting” the labor of the worker Tlie bulk of Volume I 
IS devoted to showing the extent and method of that exploitation 
It IS this picture of the callous auelty of the profit motive m the 
first half of the nineteenth century— long hours, starvation wages, 
child labor, abject poverty, unemployment— which has made this 
volume tlie classic indictment of the capitalist system 

The volume concludes with an esplanation of how the surplus 
value piles up m the accumulations of the capitalists, thus result- 
ing in an ever more lapid industrialization— but an industrializa- 
tion which contains within itself the seeds of its own destruction 
For, as Marx puts it, in the “general law of capitalist accumula- 
tion” “As capital accumulates the condition of the worker neces- 
sanly grows worse,” Underpaid and unemployed workers cannot 
buy the goods that can be produced Crises of oveiproduction re- 
cur with increasing seventy Tlie volume ends with a magiufioent 
peroration depicting the rising crescendo of conflicting tendencies 
and conflicting int^ts which finally “sound the knell of capital- 
ist pnvate property ” 

There is here no theory of crisis beyond a bald statement of 
recurrent overproduction in the face of inadequate purchasing 
power, and no proof that the crisis will get worse, beyond the sim- 
ple demonstration that capitalism tends to grow at an accelerating 
pace. For the full theory and the proof Marxists rely on the suc- 
ceeding volumes of Capital, published by Engels after Marx’s 
death. 

Briefly summanzed, Volume II goes hack to descnbe the process 
by which money and commodities circulate throughout the econ- 
omy m a vast haimomous balance The production and distribu- 
tion of capital goods and consumer goods are seen as all part of a 
single process, out of wbidi the capitalists are able to draw surplus 
value and reinvest it so as to produce an ascending spiral of eco- 
nomic activity Unfortunately the harmonious balance is far from 
perfect. Tlie planless “anarchy” of the whole economy bnngs 
about constant maladjustments, dislocations and discquilibna 
which may culminate in a depression. 

This volume is the least valuable of the three It docs add to the 
concept of the economic system as a living “organism," in contrast 
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to the dry and static analysis q£ prices and the effect of supply and 
demand on prices, on whidi contcmpoiaiy economists were con- 
centrating And it describes the vanous types of disequilibna, 
though witliout explaining how they may contribute to d^ression 
01 may on the other hand be automatically countecbalan<^ We 
sbll have no adequate theory of the business cycle, or proof that 
the cliseqiiflibria will ultimately be fatal to the system 

Tlie tliousond pages of Volume III are the chief reliance of the 
Marxists for this basic proof A large part of the volume, however, 
IS devoted to filling m certain gaps in the original exposition, and 
trying to meet certain inherent defects in the argument Thus 
there is an extensive exposition of how surplus value shows up in 
the form of profit, interest and rent Marx distinguishes the profit 
of enterprise horn the *'wages of management,” and shows how 
profit is figured on the total cwital invested, on a yearly basis, in 
a way to disguise the "rate of surplus value” 01 exploitation of 
labor Hundreds of pages are taken up with inconclusive jottings 
and quotations dealing with queshons of banking, paper money 
and credit money (questions which were naturally upsetting to a 
believer in money as a "form” of value, denved necessarily from 
labor, and therefore based necessarily on gold) AnoUier large sec- 
tion IS taken up witli explaining the apparent absurdity that, if 
surplus value is derived from labor, then the more a manufacturer 
sticks to hand methods and avoids labor-saving machinery the more 
profit he ouglit to make 

Tins part of the argument leads to the gist of Volume III, where 
the "law of motion” of capitalism is at last elaborated It is to any 
single capitalist's advantage to introduce labor-saving machinery, 
because in this way he obtains a temporary compehtive advantage 
on the market, being able to sell his own products at a market 
pnee above their true value (measured in labor) But competition 
soon flattens out his advantage Competition likewise tends to 
equalize the rate of profit as between different lines of production 
winch are more mechanized or less mechanized So far as prices 
tended to he the expression of value, they would tend to net an 
exaggerated profit m tlie least meclianized industries where (as 
in the case just mentioned of the least mechanized plant in any 
particular industry) most of the capital invested can be used to 
exploit labor Marx shows that pnees here, too, may fluctuate 
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far from valuoi and they will find an equilibrium at a point where 
an average rate of profit is earned On the other liand, looking at 
the whole capitalist system, mechanization will indeed mean that 
more and more capitol must be invested in machinery, and less 
and less in labor, which alone produces the surplus value Hence 
Mane deduces the "law of the falling tendency of the rate of 
profit " 

Here Marx fdt he was close to the self destructive dynamics of 
capitalism Mechanization will produce more and more unemploy- 
ment The falling rate of profit will force an ever keener competi- 
tion between capitalists, forcing them to reduce the wages of the 
workers still employed At the same time the increasing productiv- 
ity of the whole system will make possible ever greater aggregations 
of wealth and a consequent expansion of industry. The contradic- 
tions and instabilities will get worse and worse— until the final 
social and economic cataclysm predicted in Volume I * 

In the overpowenn^y voluminous form presented, the *'proof” 
seems irrefutable Actually the conclusions are not proved, they 
are merely asserted And the incidental light that is shed on the 
workings of our economy is far oveisliadowed by the vast jungle 
of involved and largely usdess verbiage 
In one respect Marx was at a special disadvantage. He had had 
no adequate training m mathemahes or accounting Endless pages 
of bewildenng figures m Capital attest to this failing At one point 
m Volume II his editor, Engels, is dnven to despair of Marx 
‘*Tlie handling of figures in arithmetic gave him a great deal of 
trouble,” he interpolates, “and he lacked especially the practice of 
commercial calculation Consequently Marx entangled himsdf to 
such an extent in his computation of turnovers that the result, so 
far as he completed his work, contained vanous errors and contra- 
dictions ” Engds tried to correct and simplify, but the result is 
anything but lucid or convmang 
Engels gave him credit for knowing his algebra, but I am unable 
to do the same Take these basic formulas of Uie capitalist process. 

* It may be noted in posnng tliat nowheie in this tbeoiehcal presentation 
u there room for a consideiation of the nature of a socialist economy, or of 
the stages of transition following the final breakdown of capitalism whether 
or not a reader of Oapital is better able to understand our present economic 
^tem, he will have no idea of how to build a better system 
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Tlic 6rst one means that the value of any commodity (C meaning 
commodity) is made up of three parts, the constant capital (c) 
which IS the value of die raw materials and equipment Ming into 
the product, the variable capital (v) which is the valiie of the 
labor power expressed in wages, and the surplus value (s) winch 
goes to the capitalist, and which he either spends or invests The 
second formula is intended to show that capital in the form of 
money (M) is laid out by the capitalist in commodities (C), con- 
sisting of labor power (L) mid for in wages, and means of pro- 
duction (Pm), and that these then enter into the productive 
process ( P ) and emerge as an increased value of commodi- 
ties (O' or C prime or C -f c) which are then sold for more 
money than was put m (M' or M prime or M + 'Phe small c 
in the second formula is not the same as that in the first formula 
instead it corresponds to the surplus value (s) in the first formula, 
being the commodity form of that surplus value, while m is its 
money form 

The second formula is earned another stage in the following 



This may seem unfair to both the printer and the reader Actually 
the idea is not compheated Mane is simply eUaborating the second 
half of the second formula above, and showing how part of the 
capitalist’s surplus value m money (m) is spent on commodities 
for his own use ^the final c) and part is reinvested in the produc- 
hve process, which is then carri^ along on an expanded scale 
(ForPpnme). 

It IS hardly Marx's fault that in the English language, in which 
he was not writing, "commodibes," ^’capital," and "constant capi- 
tal” {to say nothing of "circulating capital,” which includes the 
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"vanable capital” and tlie part of tbe "constant capital” wkli is 
not "fixed”) all begin witli a c But it makes what is already a 
difficult use of algebraic symbols into something frequently unin< 
teUe 

Algebraic symbols and mathematical formulas to describe liU' 
man events are always dangerous Tliey give a fictitious reality to 
what IS only a mental concept, which may have most unfortunate 
results We shall see m a moment how another formula using the 
sign of equality (=) started Marx off on a basic faOacy in the ex> 
position of the labor theory of value in the first pages of Capital 

With the preliminary slretch of hi$ economic theory and its 
covenng formulas as I have presented them in the last few pages, 
it should now be possible to look at liis concepts one by one, par* 
ticularly in the light of the histoncal changes that have taken 
place since Marx wrote Even if Marx’s mathematics were not all 
they should be, there is one limitation for which be deserves no 
blame the fact that he lived over lialf a century ago, and that the 
"capitalism” he was describing is not our economic system 
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T he impression made on me by reading Marx must have been 
made on many another reader One moves in a strange and 
incomprehensible world of fantasy One longs for some 
reference (or "referent*’) that will connect with one’s own real 
expenence Finally, after sufficient discipline, the vanous abstrac* 
tions begin to talce on some reality of their own But still one sus* 
pects that it is merely the illusion of reality 
Tlie same difficulty arises, to be sure, in any teclinical or scien- 
tific wnting A textbook on physics requires the same initial effort 
But tliere at least the abstract concepts are all shorthand methods 
of describing facts in the real world, and are denved from experi- 
ments winch can be duplicated Mudi of economic theory— and 
not alone the Marxian— is never capable of similar operational 
tests 

Perliaps this is due to the fact that economics deals with the 
infinitely complex interrelations of infinitely complex human in 
dividuals, and one can bring the apparent chaos into some sort of 
simple Older only by artificial analyses— "other things remaining 
the same"— which are never capable of strict venficahon 
The economists on that account have always liad a field day 
They can spin theories with an abandon no worker m tlie natural 
sciences would be permitted for a moment Even the most intelli 
gent modern cntic of Marxism, von Mises, is as guilty as Marx of 
spinning theory without factual venficahon ‘‘We shall do better 
to leave statistics on both sides," he says, in attacking Marx’s the- 
ories of the concentration of capital "For it must not be forgotten 
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that there is a theory underlying every statistical demonstration,” 
True enough^ but it 15 hardly an excuse for an argument} whether 
Marx's or von Mises’, which includes scarcely a sin^e statistical 
fact from the real world. 

Tlie propensity to march boldly off into tlie unknown afflicts all 
economists The intncacaes of language and reasoning in whic^ 
they so often become involved are like those of die Ptolemaic 
astronomers. Having started with a false assumption taken without 
venficflhon, that the world was the center of the universe} (he 
Ptolemaic cydes and epicydeS} wbch proliferated beyond the 
mental grasp of ordinary mortalS} could go on indefinitely The 
Copeinican conception of the solar system brought a new sun* 
plici^ and comprwensibility It seems reasonable to suppose tliat 
if modem economists can Keep their attention focused on real 
people} and real operations in the furnishing of real goods and real 
services, th^ can save much of the mental strain required by the 
older economists— and be hir doser to the **truth ’’ Considerable 
progress has been made in this direction by the historical and in- 
stitutional economists} and by the more recent marginal or equflib- 
num economists * 

Maix was in a sense the first of the Instoncal sdiod But having 
reached a final fomiulation, as he thought} of the histoncal process, 
and of its dien stage, he was incapable of keeping up with clianges 
and devdopments in Ins own time, much less of an unseen fu> 
ture. As von Mises says jusbfiably enough (at least so far as eco- 
nomic theory was concerned). Mane’s Capital was out of date vir- 
tually before it was published For socialist economists to think 
the last word on the capitalist system was said by Marx is little 
more logical than to depend wholly on Adam Smith. 

In the following analysis of various Marxist concepts I shall at- 
tempt to show both how the concepts, even at the time they were 
enunciated, could not have withstood factual tests, and also, what 
15 more important, how a rapidly changing world has often invali- 
dated what at the bme seemed to have sufficient factual basis to 
be thought permanently true 

Thoistein Veblen, John R Commons, John Maynard Keynes, Alvin H 
Hansen, Paul H Dougm, Edward Chamberhn and the Brookings Institu 
tion economists are some of the econoniists who have seemed to me closest 
to "reality" 
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Value and Surplus Value 

Tlie first and basic concept of Marxist economics is the labor 
theory of value It was, of course, not Marx's invention It was os 
much a current axiom among contemporary economists as, say, 
the gpld standard in pre-depression America The more orthodox 
schools of economic thought were already abandoning it during 
Marx's lifetime, tliough he appears to have been unaware of this, 
and would undoubtedly have objected violently to its abandon- 
ment Such an enlightened modem Marxist as G D H Cole de- 
clares that it 15 not an essential part of the Marxist system But 
the orthodox Marxists (who are never such because of Marx's eco 
nomics, but rather because of his political and social theones) 
have dung to it John Strach^ considers that there can be no eco 
nomics without a theory of value which provides a common meas> 
unng rod, and tliat the labor theory of value is indispensable 

My own view is tliat the Marxist theory of value, being the basis 
for the theory of surplus value, is rather ^ndamental to the whole 
Marxist economics, and that the weaknesses of this foundahon 
make the whole superstmcture shaky 

It lias often been pointed out how Marx's dissatisfaction with 
an apparent dilemma m the current value theory led him to "sur- 
plus value” and hence to the whole development of the argument 
of Capital The then current concq^t that the value of any com- 
modity is derived from the labor going into its production ran 
into tnis difficulty, if the labor cost of a pan of shoes is one dollar 
(including the labor that went mto the leather, nails, etc ), tlien 
the value of the shoes should be one dollar How can a manufao 
turer make any profit in that case, except by cheating his cus- 
tomer and selling the shoes for more than their value? Marx an- 
swers this dilemma by explaining that a worker is paid, not accord- 
ing to the value of the product of his labor, but according to the 
value of his own 'labor power ” Tins is itself a commodity deter- 
mined by the value of the goods— food, clothing, shelter— neces- 
sary to maintain and reproduce the laborer The value of the shoes, 
therefore, consists not only of the dollar which goes to the work- 
ers as the value of their “labor power ” but an additional amount, 
which their ‘labor” has created, and which Marx called “surplus 
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value ** Tills, in tbe capitalist system, is appropriated by the capi- 
talist, and forms the basis of the unjust exploitation which marks 
that system 

There is one important point at whidi this ai^ument touches 
on reality It is tme tliat, except under the unfavorable conditions 
of primitive savagery, men can produce more than th^ themselves 
require, for current consumption in their own maintenance and 
the raising of a family Speaking of ancient E^t, Marx Says* 
“The smaller the number of natural wants and the greater the 
natural futility of the soil, the smaller the amount of necessary 
labor required for the maintenance and reproduction of the pro- 
ducer” (I, 556 ) * The “surplus labor,” as Marx calls it, can be 
used, and has almost always been used, m two ways* first, to pro 
duce tools or permanent improvements or cultural works, which in 
the long run may benefit all the social group, and second, to fur- 
nish luxury goods and services, usually for an exploiting class The 
Fharaolis used the surplus labor of the peasants partly to build irri 
gallon works, keep the peace, and maintain a high culture, and 
partly to build pyramids and mmister to the Fharaolis’ vomty and 
love of luxury Even in a society without exploiting classes, the sur- 
plus labor would still go in two directions, first to increase the pro- 
ductive and cultural level, second for luxuries, entertainment, and 
the like And it is important to note that liixunes (like electric 
light or gas) have a way of becoming habitual and customary until 
they join the ranks of the necessities for evexybody^-and then the 
labor necessary to produce them ceases to he what we have called 
“surplus labor,” for it is part of the labor required to maintain the 
workers at the customary level of subsistence 

If one chooses to designate what workera produce with their 
“surplus labor” by the term “surplus valu^" one is still on fairly 
solid ground In a slave system, as in the pTe-Civil War South, a 
STH fl ll amount of slave labor went to feeding and maintaining Ihe 
slaves and the rest to feeding end maintaining their masters In a 
feudal system, as in mediev^ Europe, a serf worked part of the 
time on his own land, to maintain himself, and part of the bme on 

* In this and the following chapter all references to Marie's Copital will be 
given in the text by vohiine and page AH other leferences will continue to 
M found in the Bibhographlcal Notes 
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his lord's land In a capitalist sptem^ where a comparative few 
can live in luxury on the labor or others, it is possible to speak of 
a capitalist class appiopnahng the surplus value product by a 
working class And it is not hard to see that a situation where one 
group can hue the wage labor of another group facilitates all the 
injustices and brutalities of our present system 

Maix WHS so obsessed by these injustices and brutalities that he 
tended to tliink of the surplus value as little better than robbery 
He contrasts "the producer’s labor for others and Ins labor on his 
own behalf" he calls the former "unpaid labor for some other 
person " By continually harping on this "unpaid labor" he gives 
the impression that this is the chief evil of the capitalist system, 
and that in a free social order the worker would get the full 
product of his toil Yet it is easy for a conservative to argue that 
a ruling class performs a necessary managerial and organizing func- 
tion— whether it IS a dave-owniiig, feudal or capitalist ruling class 
—and in so far as it directs the surplus labor into productive dian- 
nels, the ruling class thereby performs the essenbal social function 
of "saving and investment " 

At one point late in life Marx attacked a socialist appeal he con" 
sidered demagogic in demanding the "equitable division" of the 
"whole proceeds of labor>" and he listed six items that would be 
deducted from what the worker received under socialism "replace- 
ment of the means of production used up," new investment, in- 
surance reserves, administration, social services, and maintenance 
of those unable to work Tliese items are necessary under any sys- 
tem The general assumption, therefore, which runs tliiougliout 
Capital, tliat the surplus value is all "unpaid labor," by means of 
which the worker is unjustly exploited, is such a half-truth, even 
Marx's own admissions, as to make tiie concept of surplus value 
itself highly misleading 

I have been giving the concept of surplus value the benefit of 
the doubt here, by showing where it might connect with the real 
world. But as Marx devdops it out of his theory of value it is a 
pure abstraction— like the tradibonal shadow of a nonexistent 
black cat in a dark room 

The dark room we find on the third page of Capital. Tlie para- 
graph is worth quoting in full. 
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'T.et us take two commodities, such as wheat and iron 
Wliatevei tlie ratio of excliange may be^ it can always be 
represented by an equation in which a given quantity of wheat 
15 equated with some quantity or otlier of iron, For instance, 
out equation may read, one quaitei of wheat = x cwt of non 
What does this equation mean? It tells us that in two differ- 
ent things, namely in onequaiter of wheat and in x cwt of 
iron, there exists in equal quantities something common to 
both Tliey are, therefore, equal to a tiiird something, whidi 
differs in essence from them roth Each of them, in so far as 
it IS exchange value, must be reducible to the thud.” 

Wliat Marx is apparently thinking of is a primitive market 
where two men work out an exchange by barter The use of the 
Sign of equality is like turning off all illumination on that baiter 
transaction Clearly no exchange would take place if the owner of 
the wheat did not value the non more than his wheat, and the 
man with the iron did not value the wheat more than his iron 
Moix admits elsewhere that the "us&value” differs for each per- 
son (I, 62-63 ] But he IS interested not m "use-value" nor in "ex- 
change value” but in o "dnrd something ” Sbll, what r^ht has he 
to use the sign of equality? If he wants an algebraic picture of his 
baiter exchange he should have used something like this* one* 
quarter of wheat ^ x cwt of iron. The anows indicate sometlung 
dynamic, what has aptly been called a "transaction,” rather than a 
stohe relation If you use a different method of shorthand, then 
you need no new concept, the "third something” which Marx 
calls "value ” The black cat is nonexistent 
Still the layman may argue that commodibes obviously do liave 
value, and that a certain amount of wheat has a value ^ual to a 
certain amount of iron What the layman will be thinking of is 
the puce, as an expression of value A bushel of wheat may be 
sold for a dollar, and a certain amount of iron for a dollar, and 
therefore the bushel of wheat and that amount of iron have an 
equtd value Marx uses the same logic The difference is that the 
layman is using value and pnee synonymously, and when he says 
the two commodibes have an equal value he means they have an 
equ^ pnee you can sell them for the same amount of mone^. 
But Marx knew that the labor theory of value would not explain 
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prices, thougli he started by defining pnce as the ''money fonn 
of value*' he immediatelv liad to admit that the price mi^t differ 
from the value, and, while in Volume I he tended to think of the 
"difference as accidental” (I, 79, 1^30), by the tune he got to 
Volume III he had to confess that it would be merdy accidental 
if the price did happen to be the same as the value (III, 190, 244) 
No, Marx is not concerned with anything so real as the price-- 
what he is after is the "internal and disguised essence” (III, 245) 

Let us take another tack to show how nonexistent this "essence” 
15. You 0$ a layman might think some of the value of the "quarter 
of wheat” Maix mentioned would come from the fertility of the 
soil on whicli it was grown But you would be wrong, the value 
of the wheat comes only from the labor that went into producing 
it Marx admits that part of the "use-value" or "material wealth” 
IS "supphed hy nature without the help of man” (1, 12), but mst 
plain "value"— the "something,” the "essence^*— is denved solely 
from labor (1, 13). 

It IS not, however, the labor of the farmer who produced this 
particular quarter of wheat that Maix is concerned with Nothing 
so Simple and real as that For obviously that particular farmer 
may have been inefficient or slow, or again he may have been using 
the very latest modern machinery, for which he was trained m 
an. agricultural college What Marx is interested in is "abstract 
human labor,” a "mere jelly of undifferentiated human labor,” 
"generalized human labor,” "simple labor” (I, 6, 13). If a man's 
labor IS highly skilled, because, let us say, of a high degree of 
technical trainmg, it "counts as multiplied simple labor, so that a 
smallei quantity of skilled labor is equal to a larger quantity of 
simple labor” [I, 13) Marx never tells us how many times you 
should "multiply ” So even if all wheat farmers be^n to ^ to 
agncultural colleges, we will shll have no idea of how many hours 
of labor i^resent the value of the wheat 

A few years ago an mctraordinaiy illustrated edition of Marx's 
Capital was issued The drawings were hy Hugo Gellert, an ardent 
Marxist, and many of them were of astonishing beauty, almost re- 
ligious in feehng In illustrating the labor theory of value Gellert 
pictured the working hands that had produced a garment, not as 
something outside the garment, but mystenously “congealed” 
(Marx's term I, 8) ivithin it The effect, like a doubly exposed 
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photographic plate, was as if a religious artist were to depict a 
soul The "value," which is the "essence" of a commodity, is as 
mystical as an^ soul 

Moreover, since Marx conceives of value as embodied m com- 
modities or goods, he apparently does not consider that the cifort 
involved m the furnishing of services— the work done by n doctor, 
for instance, in furnishing professional services— is value-pioducing 
labor, subject to any of the general laws he works out m Capital 
(III, 448). Services which have to do directly with the ph^ical 
processes of production, like managerial supervision or transporta- 
tion, he admitted were legitimate forms of labor and added to the 
value of a product (II, 169; III, 4^6) But he ignored the profes- 
sions, and he was baffled by the white-collar occupations One sus- 
pects that the vast overgrown processes of distribution in the pres- 
ent-day world, merchandising, selling, accounting, financing, are 
not a proper part of the capitalist system he is describing * ^rx 
says of "the merchant” that lie "parasitically thrusts himself in” 
between the buyer and seller of commodities ( 1 , 151) The whole 
of Chapter 6 in Volume 11 is devoted to analyzing the "expenses 
of circulation/’ Maix has the greatest diiEcuily bymg to decide 
whether workers in this field add to value ot not At one point, 
for instance, he says that such eiqjenses as storage "enter in part 
into the value of commodities, in other words they increase the 
price of commodities," and a few pages later he reverts to a strict 
construction and says they "do not add anything to the value" 
(II, 157, 165) Storage and bookkeeping are "legitimate” though 
"dead" expenses Salesmanship does not seem to be even 'legiti- 
mate" 

All of this serves to emphasize the artificiality of the labor the- 
ory of value. At least half of the working population of America 
at the last census was engaged in occupations which Marx would 
not have considered labor (creabng values) at all. Wliere will 
they be in the class struggle? 

Just as it IS true tliat all work does not create value, so it is 
possible for a thing to have a price witliout having any value. I 
mentioned the fertility of land, as an example, so likewise, says 

* A}] of Part IV in Vdnme 111 , devoted to "Mount’s Capital," Is full 
of doubts and contradichona on tins pouit Compare III, 329 330, with 386 
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Marx, a man's honor may have its pace, but it will have no value 
(I, TO, 80) * 

we come, therefore, to this definition of the value of a com- 
modity according to Maix, that it represents the amount of time 
of undifferentiated abstract human labor socially necessary for its 
production under average conditions That is the nonexistent black 
cat It may seem, offliand, to he no more abstract a conc^t than 
any scientific concept derived for purposes of analysis, and it may 
seem unfair to quote Mane’s symbolic terms out of their context, 
when he was using them admittedly only for purposes of a special 
analysis Such an abstraction might even be accepted, for what it 
1$ worth, to describe the labor cost as one of the elements going 
into the determination of price But from the theory of value 
Marx derives the theory of surplus value, and that in turn links up 
with his whole social theory, of the histone mission of the woix- 
ing class, so that tlie theory of value becomes the justification for 
certain very concrete predictions of human behavior, and for tlie 
expectation of a revolution— which is a very real event in a very 
red world, and not a matter merely of abstract analysis Let us 
turn back to the concept of surplus value, which, following Cole, 
we were willing to accept as valid even if the theory of value is not 
As Marx uses it, is it not merely the shadow of our nonexistent 
black cat? 

Marx says that the product of all the labor beyond what men 
need for rare maintenance is appropriated by the capitalists as 
"surolus value " But what is maintenance? At wliat standard is the 
wor^ to maintain himself? Luxuries, as we noted, have a way of 
becoming necessities Mens believed that the workers must remain 
at the poverty level under capitalism Yet he attacked the ^'iron 
law of wages," which some of his contemporanes like Malthus 
expounded for if workers could never rise above a bare subsistence 
level, what would be the use of trade union activity? He admitted 
that standards of living change with hme and place, and that the 
workers share m the general advance of technology (I, 159, 567, 
6ic^ 665, 682} 

But see how tins works hob with his theoiy Hie value of a 

* Msix rims into new trouble when he comes to consider interest as the 
"pnee of capital/' for obviously this is not the "value" of the capital (III, 
^17 419, 448-449). 
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commodity is measured by the absliact labor in it, but the worker 
IS only paid for his "labor power," whose value is the value of the 
food, clothing and shelter tliat went into pioducing it— i e , the 
maintenance of the worker and his family ( 1 , 187) But if tbs is 
a variable quantity, varying with the customary standard of living 
which a worker will consider a minimum, as w»l as with the effec- 
tiveness of collective bargaining, how can one differentiate with 
any accuracy between the worker's share and the surplus value, or 
deduce any laws of motion from the ratio between one and the 
other? And if the values of the food, clothing and shelter are them- 
sdves abstract and indeterminate (not their prices, remember) the 
surplus value will be more than ever indeterminate 

True, there is a struggle on the part of the mdustnal working 
class to higher wages— to secure a larger share of the total so- 
cial pro£ict it produces But if tins is looked at as a class struggle 
between those who produce value and those who appropriate sur- 
plus value, most of the white collar and professional workers, the 
independent business men, and all farmers who employ hired men, 
as well as the workers in governmental adnninistrabon, must be 
put on the side of those who appropriate surplus value Under a 
socialist system, too, there would be a conflict between productive 
workers in industry on tlie one hand, and all those whose in- 
come depended on any of the six functions the expenditures for 
which Marx himself admitted would have to be deducted from 
the producers’ income Can one predict a revolution arising from 
the appropriation of surplus value? 

Suijuus value is a still potent concept in the real world because 
of one ingredient only— the part which the capitalist spends on his 
own extravagant luxuries It serves to typify die unjust exploitative 
features of the capitalist system, by which the idle rich live on the 
backs of the toiling masses Vet Marx professes to be quite uncon- 
cern^ With that, in the formulation of his theory 

The Bich Grow Kicliei 

If the capitalists consumed all the surplus value lu notous living 
there would be no revolution, according to Marx For the distin- 
guishing feature of capitalism, and the feature that is responsibLe 
for its laws of motion, is that it snowballs up through the accu- 
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mulations of the capitalists until it falls apart Properly to per- 
form his historical functions the capitalist should frailly save and 
reinvest every penny “Tlie capitalist,” says Marx, is nothing but 
"personified capital endowed with will and consciousness" (I, 
138). And "capital," as Marx loosely conceives of it (he never at- 
tempts a clear-cut definition), is value— alternately in the form of 
commodities and money— whidi 'lias acquired the occult quality 
of being able to add value to itsdf” (1, 1^) 

In Marx’s day it was usual for economists to think of capital 
in the crude way the man in the street today (the “investor") is 
still likely to think of it, as money that is put to "work," invested 
to yield an increment. 

It must be said that Marx came nearer an engineering concept 
of capital than the classical economists, for he emphasized that 
capital by itself can produce nothing, nil producbon being a result 
of labor applied to materials But if we carry engineering concepts 
all the way through, and apply the term not to money but to the 
physical tools of production— "the concrete material mstruments 
which aid man m the processes of production,” as the Brookings 
Institution defines it in one of its studies— a quite different impres- 
sion of “capitalism" emerges 

A growing part of this capital in modern society is social capi- 
tal it belongs to society, it is publicly owned— such as highways, 
for instance As this kind of capital is “accumulated" it adds to 
the wealtli of the whole community It is not difficult to say the 
same of the “accumulation” of “pnvate" capital in so far as this 
capital represents more machines, more factories, more power to 
produce, the whole communiiy is enriched 

This IS the line of argument which capitalists have used to jus- 
tify the capitalist system as against the Maaist criticism The capi- 
talists claim to serve tlie important function of accumulating capi- 
tal, and thereby enhancing the productive capacity of the whole 
community. If they did not “sav^" if they consumed all their 
income m extrava^nt living, tlien perhaps they might be con- 
demned But Since Marx is not concerned with their own con- 
sumpbon, and since he admits that under the capitalist system 
the producbve capacity of society has vastly mcreased— winch has 
obviously been due to the existence of a wealthy class able to 
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“save"’ in larpe amounts—what then, asks the capitalist, is wrong 
with the capitalist system? 

Marx’s answer, os I summarized it a few pages back, is that this 
process of accelerating accumulation ultimately bnngs about the 
self-destmction of capitalism, regardless of whether this is desirable 
or undesirable all the disequilibna that develop in the increos- 
in^y hectic course of capitalist growth, are exaggerated (as in a 
dSective automobile which must constantly increase its speed till 
its defects result in a smash-up), at the same time wealth tends to 
concentrate in a shnnking group of capitalists, while pover^ 
spreads among the masses, until a social breaking point is reached 
The Hrst tenancy involves a theory of the business cycle I^et me 
postpone it for a moment while I consider the second problem, 
the concentration of capital 

Tliere IS so much truth in Marx's picture of the accumulation 
of wealtli tliat it has always seemed easy for latter day Marxists 
to point to the fulfillment of Marx's predictions Billionaires like 
Ford, Rockefdler and Mellon, billion dollar businesses like the 
American Telephone and Telegraph Company, and General Mo- 
tors, over against millions of unemployed aim more millions of 
miserably underpaid workers, are the living proof of Marx’s “abso- 
lute general law of capitalist accumulation " * 

Why then has the revolution not arrived? Because, briefly, 
Marx’s picture is only half-true Let me list some of its inaccu- 
racies 

“Larg&scale production is more economical " This is partly true 
It serves to ex^in why huge factories in many lines of produc- 

'Tlie greater the social wealth, the amount of capital at work, the extent 
and energy of its growth, and tlie greater, therefore, the absolute she of the 
proletariat and the productivity of its labor, the larger is the industrial reserve 
anny The available labor power has its extent promoted by the same causes 
BB those which promote the exMnsive force of capital Coiii^uently, the tela 
tive magnitude of the industrial reserve army increases as wenltli increases 
But the larger the reserve army as compared with the achve labor army, the 
larger is the mass of the consolidated surplus population, whose poverty is m 
inverse ratio to its torment of labor, Finoily the larger the Lazarus stratum of 
the working class and the larger the industnal reserve army, the larger, too, 
IS the army of those who are officially accounted paupers This is the absoAite 
general law of capitalist aceuinulation Like all other laws it is modified in its 
actual working by numerous considerations, with the analysis of which we are 
not here concerned ** (I, 71a ) 
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tion have tended to take the place of small workshops. The big 
capitalists, says Marx, have an advantage over small producers and 
drive them out of the field (I, 688 602) But this is partly wrong, 
too A 'law of diminishing returns'^ quickly makes itsdf felt in 
most types of agriculture, so that there is no economic incentive 
to largO'Scale capitalist agnculture as Maix believed there was The 
farmers in every advanced country have remained petty entrepre- 
neurs rather than become wage-workers, even though there is a 
tendency under certain conditions for tenancy to replace farm own- 
ership * In industry, too, and even more in commercial trade, and 
in the provision or services, small-scale operation often has high 
survival value According to a recent survey by the Twentieth Cen- 
tury Fund, only 30 per cent of the total economic activity of the 
United States is earned on by "Big Business,” the rest being m 
the hands of individual ente^nses, partnerships, and small cor- 
porations Ever since a fluid source of power was made available 
in the widespread industnal use of dectncity, the tenden(y to- 
ward laige-s(^e industry seems to have been halted, if not re- 
versed All of these exceptions to Marx's law have perpetuated and 
even enlarged the middle classes, between the big capitalists and 
the indust^ wage-earners 

"Private ownership of business enterprises tends to concentrate 
in fewer and fewer hands ” As contrasted to the Jeffersonian ideal 
in which every citizen is an owner of productive property— prefer- 
ably a farmer— there is sufficient evidence of the concentration of 
wealth today to seem a proof of Marx's contention But again it 13 
a half-truth Even if small business had not survived as it has, the 
growth of the big corporation since Marx's day has tended to dif- 
fuse ownership Marx saw that the corooration would facilitate 
tlie accumulation of capital, but lie failed to see that it would 
soften the impact of the class struggle. The 5 million stocl^olders 
in Amenca in 1929, the 30 million savings bank dqpositois, the 
6^ million insurance policy holders (savings banks and insurance 
companies, especially in the "mutual" or co operative form, dilute 
the ownership of corporate securities), all tended to remove the 
possibility that America’s worst depression would result in the rev- 

when Amencan hnners become tenants of banlcs and insurance 
companies as "owners" thu does not mean the Introduction of maM pi^uc 
bon methods as a general rule 



CAPITALISM ACCORDING TO MARX 


269 

olutionaiy rise of the “propertyless proletariat ** The fact that the 
control of the vast corporate structure of Amenca may hove been 
largely m the hands of a httle handful of powerful individuals^ 
“the sixty families," the "Wall Street baiikers," the "economic 
royalists,'^ or what you will—did not materially alter the social 
consequences of the diffusion of ownership 

“The difference between ncli and poor tends to widen,” Obvi- 
ously there is a greater difference between the average wage-worker 
m die United Stales earning one tliousand dollars a year and a 
multimillionaire’s income, than between the wage-worl^r and the 
capitalist in Marx’s day But once again the gene^iziation is a half- 
tnidi. Marx admitted that occasionally wages might rise, though 
he considered that profits would always increase foster, and that 
any rise in wages was nccessanly temporary It is liard to reach a 
dear cut condusion here on the one hand modern apologists for 
capitalism m America point to the high and ever-rising standard 
of living, and the apologists for Marx point to the wide extent of 
extreme poverty 

Indexes of real wages are never reliable, for the elements of a 
standard of living diange many an American worker is no better 
fed and dothed tiian his prototroe m Marx’s day, but he has a car 
and a radio Is he poorer or not? In all advanced capitalist countnes 
there have been many developments that liave tended to mitipate 
the extremes of wealdi and poverty, trade unions, social services, 
and various social wdfaie schemes at the bottom, and income and 
inheritance taxes at the top 'The Great Depression reduced new 
millions to dire poverty and seemed to give new force to the Marx- 
ist predictions But by and large it must be said that Marx's "gen- 
eral law of capitalist accumulation," in prophesying the sharp 
division of the population into a few rich and an "army of pau- 
pers,” was only partly sound it ignored the middle classes, and 
the higher paid workers Moreover, it rested fundamentally on the 
idea of technolc^cal unemployment, whicli 1 shall take up in a 
moment under the analysis of Marx’s theory of crisis 

Tlieie were two economic phenomena rising to prominence in 
Marx’s time, winch he treated largely as aspects of the increasingly 
rapid accumulation of capital, these were the growth of monopoly, 
and the growdi of bank credit Trusts and cartds and other mo- 
nopolistic practices may be more or less able to escape from the 
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competition of the maihet, and therefoie to follow different “laws” 
of motion These **laws” have only recently been investigated, and 
in certain respects the “monopolies'’ turn out to be stabilizing 
Actors m the economy rather than factors hastening its decline 
Engels, and Lenm after him, were inclined to feel monopolies 
were a stage already halfway out of the capitalist system on the 
way to socialism. K&rxist economics is likewise little able to make 
sense out of the vast credit system, os we shall see m a later section 

The Contradictions of Capitalism 

In trying to understand Mara’s tbeoiy of the business cycle 
whose fluctuations will finally prove fatal to capitalism, it is im- 
portant to bear in mind both the helpful and the confusing aspects 
of the dialectical method In so far as “dialectics” enables the 
economist to think of the economic system as a vast complex of 
conflicting tendencies, a changing, growing, evolving organism, it 
permits a more intelhgent understanding of cyclical disturbances 
than any simple theory based on one factor alone. In so far as it is 
crudely dualistic, always looking for tendencies in opposing pairs 
as a law of nature, it may be highly misleading 

One of Marx's justest claims to fame was his recognition of the 
fact that the various causes of maladjustment m capitalism are so 
inherent in the system that crises are a normal featore of the sys- 
tem The “classical economists” have always tended, as apologists 
for the system, to consider a balanced equilibrium as the normal 
state, and a boom or depression as abnormal. Tliey have concen- 
trated on tlie fectors in the system which tended toward balance 
Mara concentrated on the factors which tended toward unbalance 

Scattered through the three volumes of Capital are numerous 
references to possible dislocations. Marxists point to these as show- 
ing Marx’s profound understanding of the workings of capitalism 
Thus Mara cites the delicacy of balance between the “depart- 
ments^’ of economic activity, capital goods industries, consumer 
goods industries, luxury goocls mdustnes (II, 47a'476). He men' 
tions the ten-year replacement cycle of machinery (II, 210, 545], 
and the problem of premature obsolescence (III, 135) iHuctiia- 
tions of prices, panics on the securities and monCT markets, credit 
inflation and d^ation, fluctuations of foreign exchange and trade, 
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and problems of the flow of gold, are discussed at vanous stages 
of his exposition (III, 575-580)^ though they are treated as 
secondary symptoms of crises rather than as pnme factors, and are 
never brought into a coherent pattern 

All of these various minor elements m the instability of cnpitah 
ism together form a fomndable army of defects Tlie ijicture of 
capitalism that emerges, especially with the constant emphasis on 
the progressive accdcnition of aU the tendencies in a vast inter- 
dependent world network, where a disruption of normal processes 
at one point will immediately spread to the farthest corner, is a 
picture of all embracing anarchy One wonders how there could 
ever be any smooth functioning There is no explanation of how 
the vanous automatic ad)ustments of the puce and market mech- 
anism tend to restore equilibrium, once it lias been upset by any 
of the instabilities This explanation was offered by the econo- 
mists who followed Maix, though the picture of ideal equilibrium 
they drew was imagiiiary, it vras no more false than the picture 
of ideal anarchy Matx drew The scattering explanations of this 
anarchy to be found in Capital constitute not even an adequate 
description of a crisis— much less a theory of cnsis 

But we liave yet to consider the mam "contradiction” of capi- 
talism, the disparity between power to produce and power to con- 
sume This 15 the to the Marxist theory of crisis For a crisis 
to Maix was always necessarily a "glut”— overproduction in the 
face of underconsumption (I, 486, II, 87, HI, 302) * Is Marx’s 
contribution to economic thought here an adequate explanation 
of the dynamics of capitalism? Remember that he is not merely 
interested in the nature of crises, he is interested in showing that 
they will get progressively worse until the final collapse 

How then does Marx explain this lagging of consumption? and 
how does he explain the worsening of this condition till the final 

* Maix mentions much extraneous matcnal, on where and how Hie falling 
off of consumption first shows itsdf With the development of the hanking 
and cr^t mtem, and the complexities of the distnbutivc process, the first 
sign of trouble is likely to he when wholesalers* inventories Begin to pile up, 
and tlic banks begin to call loans A scramble for liquidity will ensues the 
more complex the credit structure, the worse the emsh ( 1 , lao, II, 87, III, 
359 ' 52a 32, 567 69, 575) . Yet this is only the outward manifestation of the 
inability of consumption to keep up with production 
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collapse? We have seen that his attempted proof rests on the 
"general law of the accumulation of capital" which declared that 
poverty would grow as wealth grew, and on the "law of the falling 
rate of profit," which reinforces and aggravates the worhing of the 
other *law" The "febrile impetus" of the greed for profit, becom- 
ing ever more hectic, results m the capitalists producing more and 
more, while the workers are able to consume less and less (1, 486, 
567, III, 287) 

Marx seems to have been much impressed by what has in recent 
years been popularized as "technological unemployment" Ma- 
chines, for the introduction of which Marx shows there is a con- 
stant incentive under capitalism, throw workers out of work.* 
Since 1929 the spectacle of wealthy Amenca swamped by milhons 
of unemployed seems to have given a new justiBcation to Marx- 
ism Is our unemployment not the living proof of Marx's law? 
Marx’s reasons for hdieving the "industnal reserve anny" a neces- 
sary part of capitalism are, however, not convincing He appreci- 
ates how the indusbial revolution is making possible a more rapid 
growth of population than ever before m history (I, 676) Over 
against this he shows that, with the development of industry, the 
investment in machinery and equipment and means of production 
is constantly going ahead at a faster rate than the investment in 
labor ( 1 , 694-695, 713) The means of production represent ’^ast" 
or "dead" labor (1, 189) the "living" labor is a constantly smaller 

* "The chaiactenstic course of modem Industry,” Marx summarizes, "its 
decennial cjrcles (Inteinipted by intercunent oscillations) of periods of average 
activity, production at nigh juessure, crisis, and stagnation, depends on the 
continuous formation, the grratcr or less absorption, and die reconstcuctibn, 
of the Industnal lescive army, composed of the surplus population In tlieir 
turn the vicissitudes of the indiutruil cycle swell the numbers of tlie surplus 
population and become one of the most energetic agents of the reproduction 
of this surplus . This supply of available human material is dependent 
upon the simple fact that some of the workers are conbnually being 'set at 
liberty* by methods which reduce the number of employed workers relatively 
to the increase in the amount of production Thus the whole movement of 
modem industry is chaiactenzcd by the continuous transformation of part of 
the working population into unemployed " (I, 698 699 ) In addition Marx ar 
gued that it was to the advantage of the capitalists always to have a laigc 
"industrial reserve aimy” available for startup new enterprises and to 
wages down, but obviously tbis advantage is not one of the causes of un 
employment (I, 706 ) See also I, 329 333 
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proportion of the total outlay (I, 687) Tlie major reason for 
growth of unemployment seems to be conceived as a difference in 
rates of growth, the increase in jobs always lagging behind the in- 
crease in population and the increase in production (1, 70a, 703) 
It might seem as if the facts bore out Marx’s contention Ma- 
chines do throw men out of work Tlierc has always been in every 
advanced industrial country a “reserve army” of unemployed But 
until the post-war world, sixty yean after Marx worl^d out his 
theory, it had not grown to unmanageable proportions Actually 
this tendency is merely one of many, and to lift it to the status 
of a “general law" was unwarranted Apologists for capitalism arc 
lust as accurate and just as inaccurate as Marx when tliey deny 
’technological unemployment” by insisting that workers thrown 
out of work by machines will find new employment, either 111 mak- 
ing those machines, or because of increased production, or because 
of new industnes There are two conflicting tendencies at work, 
one creating jobs, the other "saving labai^’ ( 1 , 469 471, 482). Over 
tlie past century they have genermly counterbalanced each other 
Sometimes one tendenw gets ahead of the other, and causes a tern- 
poiaty maladjustment Sometimes it is the other way round Marx 
himself cites occasions when there may be a shortage of labor (1, 
676, 682, III, 256, 295) The vanous elements of unbalance and 
disequilibrium which he mention^, and which later economists 
have described at mudi greater len^h, all may produce temporary 
unemployment dunng the period of maladjustment Unemploy- 
ment IS indeed always latent But there is no proof, in Marx's 
Capital, that unemployment must constantly rise 
The argument that the larger the proportion of any investment 
going into machines and means of production, the smaller the 
proportion going to labor, reminds one of the fallacy m Major 
Douglas's “sociaT credit" argument After all, the money laid out 
for means of production is not removed from arculation, it does 
not go to “dead" labor, but to “living” workers in the capital goods 
industries l^e increasing “roundaboutness" of production does 
not produce unemployment, even if it were to be extended indeH- 
mt^ the increasing production of means of production, to pro- 
duce means of production, to produce means of production, might 
be compatible with full employment 
Furthermore, there is an immense mihgating factor, which has 
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tended to counterbalance technological unemployment* the open- 
ing up of jobs outside production m a vast growth of the distiibu 
tive mechanism, of the service trades and professions, and of gov^ 
cmmental activities 

So far as one can test the Marxist theory here against figures, 
the events have turned out contrary to the theory A constantly 
larger part of the Amencati population became employed worb 
unHl 1929, and it was not until 1920 that a decline began even 
among the mdtishial workers 

But, says the Marxist, unemployment is merely a "tendency," 
and “relative” at that TTie tendency has been effective m keeping 
wages low and the working populahon too poor to buy its own 
products Tlie essential keind of the theory is the pov^ty of the 
workers Is tliat not sound? 

There is no doubt of poverty, even under the American stand- 
ard of living. Capitalism lias been a system of exploitation, where 
a powerful and pnvileged few have made fabulous fortunes out of 
the toil of millions who have always remained near the pauper 
level But the fact of poverty is not denied even by the orthodox 
and conservative and it is exposed with as much vehemence by 
non-Maixist liberals and radicals as by Marx. We are concerned 
with the eiqilanation of that poverty and its implication for the 
Marxist theory of cnsis and collapse We still have no explanation 
for the inadequacy of purchasing power 

Marx's followers have often attempted an explanation crudely 
in tins way Since the worker is paid for only part of the value 
of his product, obviously he cannot buy it all back Hence sur- 
pluses of unsold products are constantly piling up Marx would 
never have admitted that tins was his argument For he shows 
bow all the elements of cost enter into circulation (XI, 373-399) • 
The capitalist’s share is either spent on his own consumption, or 
reinvested The sliare going to raw materials and equipment flows 
into the capital goods "department,” where again part of it goes 
to workers and part to capitalists Marx does not consider that 
hoarding or failures m the money system are of any significance 
here— thou^ he well might have 

Nevertheless, I cannot hdp suspecting that when Marx started 
his economic thinking he was influenced by this crude conoeptionj 
that the worker could not buy back the full product of his toil, 
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and diat: this was the reason for the chronic threat of oveipioduo 
tion. He was profoundly stirred by the poverty of the working 
dass, as a revolutionary, he felt it au einoboiial necessity to coii' 
Sider this poverty an essential "contradiction/’ which would bring 
the downfall of the c^italist system Hence a hillacious theory 
underlay the whole of Capital, even though when he came to the 
detailed analysis of "Capitalishc Circulation," in Volume II, he 
had to admit that there was no necessary stoppage of the flow of 
money and goods, 

Wliat tlien 15 left of the "general law of capitalist acGumula> 
bon"? It IS true that in the course of capitalist development the 
rich grow richer and tlie poor grow rdativdy poorer But this is in, 
itsdf neither a cause of capitalist depressions, nor a reason why 
biey get worse and worse Capitalism went on from tnumph to 
tnumph after Marx wrote his law It may even be argued with 
justice, as I have said, that it was the gi^t disparity of wealUi 
which permitted the unprecedentedly nmid devdopment of our 
productive powers under capitalism— a development from which 
the working class has dunng most of the history of capitalism d&< 
lived a constantly rising standard of living 

If it IS not true that there is an inherent shortage of purchasing 
power in relation to production, then all that can be said of 
Marx's theory of crisis is this there are many factors leading to 
disequilibrium in our economic system, and in the growing com- 
plexiiy of capitalism some of these factors may become mcreas- 
m^y upsetting Given these disequilibna, oscillations arc hound 
to occur in economic activity, that is, business cydes, showing up 
at a certain stage in each cyde as a tempoiaiy overproduction witn 
relation to eftective demand, and producing a crisis, with conse> 
quent unemployment The depression of 1929 did seem to be 
worse than any previous one, but it came two generations after 
Marx’s predictions If there are certain factors tending to eifflg- 
geiate the oscillations, we cannot find them in Maix, and dearly 
there have been others tending to lessen them 

But the Marxist can still rely on the "law of the falling tendency 
of the rate of profit " Ihis, as we saw, depends on the increasing 
mechanization and "roundaboutness" of production* since the 
capitalist can oiily extract surplus value (2,e , make a profit) out of 
exploiting labor, then the smaller the proportion of his total ex- 
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pcnse that goes to labor, the smaller must be the ratio between 
tlie profit and the total outlay Marx conceives that a capitalist 
cannot make a profit on the part of his outlay which goes for ma- 
chinery or raw materials, since he buys these at their ’’value.” 
Hence, the more advanced capitalism becomes, the less profit any 
capitalist can make on his capital, and since the rate of profit tends 
to level off to an average over the whole system, tlien the average 
rate of profit tends to fill In the long run this deals the death 
blow to capitalism 

There are two theoretical objections to this argument First, it 
could be counteracted by simply increasing the ’*rate of exploita- 
tion,” that IS, the ratio of the profit to the labor cost, so that the 
rate of profit on the total outlay would remain the same Marx 
gives no indication of what governs the "rate of exploitation”, he 
gives no reason why it should not use as rapidly as or more rapidly 
than the change in the "composition of capital.” 

Secondly, the argument ignores the fact mat the producer of the 
machinery or raw matenals is himsdf making a profit Each pro 
ducer may have a greater capital outlay, and it mi^it even look 
to him as though his rate of profit on the total were small, because 
so much of It would be eaten by fixed charges such as interest on 
borrowed capital But Maix is using profit in the inclusive sense, 
covenng all property income including interest, so this cannot be 
the cause of his concern Moreover, he is not concerned with any 
individual capitalist’s profit hut with the total property income of 
the capitalist class throughout tlie capitalist system The "round- 
aboutness” of production, its increasing mechanraation, the fact 
that m any particular enterprise the larger part of the outlay is for 
equipment and raw materials representing "past” labor rather than 
"living” labor, none of this in the aggregate of the whole produc- 
tive system means a fall m the overall rate of profit 

In the years since Marx’s death tliere have been itps and downs 
in die rate of profit under the impact of various forces, but on 
the whole it appears that there is no factual proof for an actual 
long-time fall in the rate of profit.* 

* Between 1909 and 1929 the proportion of the nabonal income wmg to 
pn^ty holders remfijned steady It was lij 7 per cent m 1009, readied a nigh 
of i6x> pw cent in 1911, a low of la 2 per cent In 1918, and was at 1^ 9 
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It hfls sometimes been argued tliat there is an observable long- 
time fall in the interest rate, whidi proves Marx's tliesis But since 
interest is only part of Marx's profit^ and the rate of interest is 
m Marx's view not affected by the "rate of exploitation” hut is 
merely the competitive price on the market for the loan of money 
capital, It IS hard to see how this is any proof 

Lewis Corey, perhaps America's leading Marxist scholar, be* 
Iieves that the present low interest rate, accompanying a super- 
abundance of savings seeking investment, over a^inst a ^'secular'' 
fall of the prospects of proht, bears out Marx's thesis, and tliat 
Keynes's "general theor/' explaining the present stagnation is in 
effect a reassertion of that ftesis For Marx saw as one of the 
dynamic elements of capitalism a tendency to the ovemccumulA- 
tion of capital, and described the phenomenon of excess capital 
as a phase of a depression, only by a destruction of some or the 
excess capital m the deffationaw penod, or its export, could it be 
brought back into lelahon with the possibilities of profitable in- 
vestment (III, 294-300) But K^nes's theory is an explanation of 
the modern “secular" trend, not of tlie depressions of file past, 
and he believes the interest rate has not fallen enough, not that 
It has fallen too far, so that there is no dose idabon between 
Keynes and Maix 

In conclusion, then, there are two principal laws expounded m 
Marx's Capital, the “law of capitalist accumulation," and the 'law 
of the falling tendency of the rate of profit” Neither of them of- 
fers an explanabon of capitalist crises, and neither of them offers 
any condusive proof that capitalism must destroy itself of its own 
inner contiadictions, 

pec cent m 1929 In the depression it rose somewhat, to 17 3 per cent in 
193a, when the national income fell unprecedentedly In 1935 it was 146 
per cent Virile this does not exactly express the rato of piont, It should he 
a ^ir indication of it 
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Imperialism and War 

C LEARLY if the Marxist "contradiction" between increas- 
ing production and increasing poverty is sound, the grand 
and final crash of tlie system would not be long in coming 
Rut Marx saw a mitigahng ^ctor The "contradiction" within aiw 
county could he rdieved by going abroad Higher rates of profit 
could be made by exploiting the more primitive conditions in the 
bflckward countnes (III, 278-280) The pnmitive plain lobbeiy 
and cheating of colonial nahons ("primary accumulation") is fol- 
lowed by their exploitation as markets for the goods which can- 
not be sold at home (I, 832-833, 8^8-858, III, 300) Surplus capi- 
tal can he invested abroad It is as ir the youth of capitalism couJd 
be recaptured for a hme (11, 392). 

Eng^, in an interesting footnote to Marx’s discussion of crises 
in Volume III, which he added dunng his editing of the manu- 
scnpt in the early nineties, forecasts the theory of imperialist war 
as the inevitable result of the search for foreign tnarhets (III, 
(740), Lenin daboiated the theory in his famous pamphlet on 
"Imperialism " 

According to Lenin, the progressive accumulation of capital re- 
quired by &ix*s laws results increasingly m a concentration of 
economic power m the hands of bankers and monopolists, and 
competition for profit takes on increasingly the aspect of competi- 
tion between nations controlled by these super-capitalists The 
competition for markets, raw materials, and opportunities for in- 
vestment, becomes a world struggle between a few great powers 
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Wntmg in the midst of the Great War, Lenin was able constantly 
to test his theories against facts 
In addition to predicting that the imperialist struggle would at 
last bring the capitalist contradictious to a head, Lenin was able 
to cite a new reason why the final collapse had been so long post- 
poned the workers in the leading capitalist countries had been 
sharing in the beneBts of the exploitation of foreign workers, and 
thus had been ''corrupted'* into a sort of new mnhllc dass 
Marxists today lean heavily on the theory of imperialism Part 
of the current explanation of fascism by the Marxist groups is that 
fascism is merdy an exaggerated fonn of the imperiahst phase of 
monopoly capitalism, the wadikcness of the fascist countnes is 
simply due to the fact that the powerful capitalists, who are 
thought to control the hiscist countnes, are compell^ to seek 
foreign markets and fields for investment more urgently than 
ever, for the inherent contradiction of inadequate consumption at 
home in Qie face of growing productivity is aggravated now that 
the power of the workers to fight for higher wages is entirdy 
crushed 

There is no doubt that capitalists have long sought for competi- 
tive advantages abroad, and tliat the explosion of 1014 was caused 
by commercial rivalry as much as by any other one motor. But tins 
nvalry can be accounted for without postulating the Marxist the- 
ories of inherent "contradictions ’* 

Tlie United States grew to the position of dominant capitalist 
power without d^ending on foreign trade or foreign investments 
Our brief experiment in colonial expansion after 1898 is already 
being abandoned, as we prepare for final withdrawal from the 
Philippines Our domestic economy has never been heavily de- 
pendent on foreign trade, and since the Great Depression we have 
come to accept the loss of many of our foreign markets, for cotton 
and wheat, for instance, as permanent Foreign investment at its 
peak in 1928 was less than one-sixth of aU investment, and almost 
half of tins consisted of loans to foreign governments rather than 
investment m production The much more preponderant foreign 
investment of English capitalism, which has always been the model 

* Non economic polihcal and militaiy reasons have recently Indicated a 
possible reversal of our Fhfltppine decision. 
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for Marxist theorists, is not the compulsory expression of a "gen- 
era] kw " America, tiie most advancea capitalist countty, has been 
least dependent for its development on imperialism. 

All the evidence today points to the diminishing importance of 
capitalist imperialism rather than its enhancement Foreign trade 
has been stagnant and foreign investment virtually nonexistent 
since 1929 ITie growth of autarchy in the fascist countries is 
merely the latest phase of a development of national sdf-sufficiency 
that has been going on in even country for at least a generation 
In fact, from the installahon or the first Bntish loom in India, the 
financing of foreign industnes went on in a way that would ulh- 
mately Eliminate those countries as markets for finished goods 
Fascist autarchy has gone so far in developing a new economic 
system that the capitalist ‘laws” would not be likely to apply even 
it they once were valid. 

Of the Marxist analysis of impenahsm and war, then, we can 
say that while it stuck to facts it was helpful and illuminating But 
as a theory growing out of the general "law of motion” of capital- 
ism It IS inaccurate and misleading There are indeed certain 
tendencies in capitalism leading to impenahsm, and these bore a 
frightful fruit in 191^, but these tendencies are m no sense a 
“law," and in the last decade they have been reversed 

It IS significant that the chief economic drives toward war to- 
day—the desire for raw matenals (the incentive to export being 
reduced merely to the need to pay for imports) , the desire for land 
for surplus population and for the rounded resources of a self- 
sufficient economy>-are wholly compatible with economic coUeo 
tivism, and can be considered without reference to the dynamics 
of capitalism as conceived by the Marxists 

Money and Credit 

I have previously mentioned the difficulties Maix had m dealing 
with all monetary and credit problems because of the labor theory 
of value Since money was a "form of value” it 1^ to be con- 
ceived of as metal, which derived its value from the labor required 
to mine it (I, 81 93) The circulation of commodities was con- 
ceived of by Marx as a process of the constant "metamorphosis of 
capital" from its "mon^ fomi" to its "commodity form" and back 
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again ( 11 , Ji-?!) But it became dear to Marx tluit in practice 
most of this "circulation" was earned on by means of pieces of 
paper— bank notes and credit (I, 109) Tliesc lie thought of as 
"symbols of value,” which cirailatecl in place of the real metal 
that would otherwise he necessary, because this permittecl “econo- 
mies” in the use of metallic money, a tremendous growth in the 
productive system was possible, regardless of whether or not 
enough gold was being mined to take care of the need (or an in- 
crease circulating medium (IJ, 126, 397-3991 412, HI, 612). 

In describing the processes of the business and financial world, 
Marx was on sound enough ground, though he showed his lack 
of assurance hy relying chiefly on quotations He was as much dis- 
concerted as nis coTitemporanes over such verbal questions as 
whether or not credit money is "capital,” whether a slmre of stock 
or a government bond is "actual capital" or "fictitious capital," 
and whether a deposit in a bank counts twice as "money capital,** 
once for the depositor and once for the bank He devotes over 
two hundred p^es of Volume III to puzzling over monetaiy and 
credit problems (III, 469 496) 

Many of Marx’s arguments, and suggestions about possible dis- 
locations in the circulation of money and goods, go back to the 
onginal fallacy, that money must be minra gold and therefore 
limited in amount, credit, being originally a claim on someone 
else’s monej^is felt likewise to be limited ( 1 , 691, III, 231, 591, 
673, 696) ^ey all ignore the &ct that modem money is any- 
thing but a fixed quantity, and that the credit system is so flexible 
that it is capable of counterbalancing am of tlie diseqmlibrm 

It has been shown, in the Brookings Institution’s survey of the 
"Formation of Capi^,” that, in our financial system, there need 
not be any close relation between saving and investment A large 
part of investment may come from new money— bank credit— and 
a large part of savings may go into speculation or otlier wholly non- 
productive channels rather tlian investment In the last few years 
we have seen an immense amount of public investment financed 
m a sense by direct creation of credit— by the issue of government 
bonds to banks which then enter "deposits” to the government's 
account Capital then need no longer be formed by die acaimu- 
lation of capitalists out of surplus value 

Marx himself realized that new investment could be financed 
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out of credit And lie saw that various forms of "money capital”— 
stocks, bonds, bank deposits— aeemed to exist as a duplication of 
the "actual capital" (such as a factory plant) He had to speak of 
"fictitious capital" and "illusory capital” to save the logic of his 
previous analysis (III, 5^-553), But therewith another prop for 
Ills "^neral law of capitalist accumulation” is gone Regardless of 
whether one uses the slippery word "capital” for the machinery 
and instruments of production in tlie real world, or for the paper 
which is issued in the imaginary world in connection with then 
creahon, it is clear that "capital" may on occasion be "accumu- 
lated” without either impoverishing the worker or enriching the 
capitalist 

Marx sensed this but could not admit it He asks hims^f over 
and over again just what is the correspondence between the "ac- 
tual capitoT' and the "fictibous capital," with the evident inten- 
tion of showing that the latter is merely the reflection of the "ao* 
tual capital" and therefore subject to its "laws" (IIJ, 559, ^80) 
But he never gets nearer an answer than by asserting that the "fic- 
titious capital” IS an anticipation of future income (III, 
Dunng SIX agonizing chapters his editor Engels had d^- 
culiy " As he puts it in his Fierce, "The task before me was not 
only the arrangement of the references, hut also a connecting of 
the line of reasoning^' (III, ia) The critical reader may doubt 
tliat Engeils succeed!^ ^Vhat cniefly emerges is that Marx vented 
his dissatisfaction with his own difliculties by ridiculing the "great 
confusion" of his contemporaiies, 

The fact is that the credit system, with its immense complica- 
tion of all economic processes, could not be made to fit in with 
Mands "laws " He virtually admits as much, on several occasions. 
It was "beyond the scope of our plan” (III, 469, 520, 522) But 
he had gone much too far to turn back 

Private Property and a New Social Order 

Marx and the Marxists have devoted all thar inteHectual ener- 
gies to showing why the capitalist system must break down, and 
to preparing the working class to talce over the “soda! ownership" 
of the means of production They give few hints os to the nature 
of the system that will replace capitalism, and fewer sbll as to the 
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nature of the economic transition from one system to tlie otlier. 

Marxism tlieiefore adds to its failure to understand the present 
system a failure to understand the nature of the steps that should 
be taken to institute a new system We have seen how the Soviet 
leaders, m attempting a transition in practice, made a long senes 
of incredibly costiy mistakes, having only a few hints in Marx's 
writings to rdy on, and those misleading 
A brief analysis of the various statements and hints in the Marx- 
ist wntings will indicate how useless tli^ are for our puqioses 
Since to the Marxist the basic characteristic of the capitalist 
system is the private ownership of tlie means of production, over 
a^mst “socialized production” (by the ei^loited workers in the 
factory), the basic change will be the “socialization" of the means 
of production But in the modem corporation the ownexslnp is 
fully as “socialized" in the sense used there as the produebon 
It should be apparent from our whole analysis of the Marxist 
theory that no basic economic fiiult lias been proved in the fact 
diat the capitalist class takes an undue share of the social product 
because of its “private ownership" if the capitalist spends his in- 
come on riotous living that may be socially and aesthetically unde- 
sirable, and if the share he spends in that way is so large a share 
of the tolal national income that it actually lowers the standard 
of living of the rest, it can be morally condemned, likewise if he 
invests his income it may be that his choice of an investment is 
socially undesirable, from a moral, or aesthetic point of view * But 
tlie private ownership of the means of produebon and the pn- 
vate apptoprisiion of an undue part of the social product by the 
capitalist have not been shown by Maix to lead to the economic 
difficulbes of the modem world So that social ownership is a 
quite inadequate guide to the construction of a workable system. 

A general term frequently used by Maix and his followers is the 
“anarchy" of the capitalist system (III, 221) It is assumed that 
die new system will be planned But the anarchy of the capitalist 
system is only relative. Even under the terrific aislocabons of the 
last (ew years the vast majority of the population of the capitalist 

* Tlie capitalist may choose neither to spend his income nor invest it but 
to '*hoard" it But the economic e^ts of this important decision Maix does 
not consider 
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countnes have gone about then daily business in orderly fashion, 
buying, selling, consuming, working, in an intricate and marvel- 
ously ^cient division of function. There has been want and un- 
employment and waste, but nothing approaching the anarchy that 
reigned for a while in Soviet Russia after the Revolution, when 
industrial production collapsed And, if it is decided that planning 
1$ necessary in order to attain a maximum economic efficiency, 
widi die fullest sabsfacbon of all human wants, how much plan- 
ning will be required? Tlie Marxists do not tell us Tire compara- 
tive adiievements of Russia and Oemiany suggest that overall 
production planning is probably unnecessary and unsound The 
Marxist economists, however, throw no light on this problem 

The Marxists followed the Utopian Socialists in conceiving of 
socialism as an ideal social order Ideally money is not necessary 
to an economic system, where the goal is "from each according to 
his ability to each according to hi$ needs”, at most, Marx sug- 
gested in Capital, certificates of labor performed would be suffi- 
cient to entitle a worker to take his share of the social produce 
(1, 52, II, 413) Some of the more enthusiastic Bolsheviks, think- 
ing the millennium had come, tried to abolish money and to in- 
troduce labor certificates early in the revolutionary penod, with 
the disastrous results 1 have described * 

One difficulty with basing money on labor units arises from the 
inequality of the labor of an unskilled laborer and, say, an orches- 
tra conductor Another js suggested by tlie discrepancy between 
the amount of labor certificates issued and the consumer goods 
they are supposed to buy, since so large a part of labor must go 
into capital construction, public services, and other lines not pro- 
ductive of consumer goods The labor unit could be used arbi- 
trarily as a standard, as so many grams of gold may be used, but 
this 15 not wliat some of the Marxists have meant when they called 

* In a real world where weallh is only produced with effort, and hence 
there Is a scaraty of good things m rdation to wants, some sort of rat io nin g 
IS imperative To depend on mod beliavior — on good manners — to prevent 
anyone taking more than his mare feiccept where it is somctiuiig like water 
or use of a highway of which it is hardly possible to take more than one's 
share) would obviously be to expect "cloud cuckoo land" overnight So some 
kind of money is essential 
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for a direct relation between the labor time going into goods and 
the labor certificates issued to workers 
Another of Marx's few references to the future socialist socaety 
concerns the rdation of capital goods to consumer goods I laving 
shown that one of the causes or crisis is maladjustment between 
the two “departments” of production, it is natural to consider one 
of the features of a plann^ society the maintenance of a proper 
balance, and the building up of reserves of certain raw materials 
needed in capital replacement so that a sudden lump requirement 
will not disrupt the even flow of production ( 11 , 546) This is a 
sensible observation, but not particularly helpful In fact Marx 
IS so much struck by the nice balance that can theoretically be 
maintained under capitalism, between the various phases of pro- 
duebon, that he su^;ests the Bow of production would be ”/ust as 
regularl/' maintained "if production were socialized" (11, 493, 
italics mine) Here again there is little to assist the revolutionist in 
constmcting a new economic system, though a 'Wduahst" might 
point to this as a hint that the key to tlie prob^tn is merdy the 
maintenance of a proper rate of investment 
Yet the Marxist is bound to be obsessed with the notion that 
since the prime evil of capitalism is the exploitation of the worker 
1^ the capitalist, therefore the key to the millenmum is simpW a 
system in which profit is diminatra At one point m Capital Marx 
even suggested that when ihe workers own the means of produc- 
tion tlicy will receive the surplus value or profit along with their 
wages (III, 207) Later, however, as I have related, Maix himself 
castigated those who thought the worker should get the “full pro- 
ceeds” of his labor, by showing that all sorts of deductions, for 
maintenance and eiqiansion of plant, social services, administration 
and the like, must be made Essentially the problem here 1$ the 
disposal of what in a social sense is truly "surplus labor”, that is, 
first, who gets the benefit of die labor available for the production 
of luxuries, and, second, who decides on the amount of saving and 
the direction of new investment? In a social sense it 1$ of vast im- 
portance whether only a select few enjoy the luxunes and ameni- 
ties of civilization, or whether through a wide extension of social 
services and a rise m the general standard of living these are made 
available to all In a social sense, too, it makes a great difference 
how new investment is directed, whether by speculators into some 
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new gadget industry, or by militaiy bureaucrats into new munitions 
factones, or by democratic processes into plants for prefabricated 
housing But in an economic sense these questions are irrelevant 
And to suggest that in the new social order profit will be elimi- 
nated may be quite misleading if it suggests that the worker will 
get the full product of Ins toil. 

Ibe capitalist system is often referred to as a profit system, and 
the distinction from socialism is said to be that production is for 
profit instead of being for use Maix uses the term profit in a gen- 
eral sense as synonymous with surplus value, except that the rate 
of profit IS the ratio of the surplus value to all the costs of pro- 
duction (the "cost pnce" or "advanced total capital") while the 
rate of surplus value (also called the rate of exploitation) is the 
ratio of the surplus value to the cost of the labor (111, ^^) Then 
again Marx considers that the surplus value is divided among dif- 
ferent groups of exploiters, interest to the money capitalist, rent 
to the landowner, commercial profit to the merchant, profit of 
enterprise to the industnal capitalist (this m turn being distin- 
guished from the wages of management) Taxahon and govern 
mental eiqienditures apparently also come out of the surplus value 
Profit then is used both in a general sense and in various restricted 
senses 

Since Marx never descnbed how a socialist system of "produc- 
tion for use" would work, the contrasting term, "production for 
profit," IS not clear enough to be useful. In the early stage of 
socialism or communism (sometimes called "sociahsm in a strict 
sensed’ to distinguish it from "communism"^ Marx envisioned 
workers still motivated by monetary considerations, and the Soviet 
economists have adequate scriptural justification for their wide 
wage differentials and for piece wages The term "profit motive" 
then IS not helpful On the other hand, if pioduchon for profit is 
taken to mean production for surplus value, it might be argued 
that tins too is still a characteristic of the Soviet economy, for the 
chief effort has been new investment in capital equipment 

The Marxist stresses that it is "pnvate" profit arising the 
"pnvate" ownership of the means of production that must be 
abolished But enough has been said to indicate that this Amishes 
no adequate due to the nature of the economic changes to be 
sou^t as a means of transition to socialism On the one hand it 
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would be possible to ^'socialize" profit or owncrsliip of the means 
of production or both and still have no idea what institutions to 
put in their place On the otlier hand it might be possible to 
achieve full employment and a high standard of living— the essen- 
tial economic goal— without touching private ownerdixp and pn- 
vate profit In addition, as I have pointed out earlier, tiie very 
meaning of the word "private’* is being lost 

The failure of Marx and his followers to pose and answer the 
question around which this book is built— "how to get from where 
to where’’— is one of the reasons the world is so badly bungled 
today A whole senes of false approaches, all more or less under 
the influence of Marxism, have been made In western £urope 
and America, where one would expect the "law of motion’* of 
capitalism to make itself most promisingly felt, fifty years of tnal 
and enor have netted the radicals little that the conservatives 
could not themselves be induced to grant, under the pressure of 
spontaneous forces 

Social Democratic and Labor politics bogged down for various 
reasons Reliance was placed on the labor movement to lead the 
march to a new social order, where in the nature of things labor 
unions were committed to bettering their position within the 
status quo and to attaining vested interests in collective bargain- 
ing and social legislabon More important from the economic 
point of view, these political efforts sought the elimination of pri- 
vate ownership and pnvate profit, and, not being revolutionary, 
this meant by gradual encroachment, but, as I have suggests 
throughout this analysis, neither the extension of public owner- 
ship over a widening sphere of enterpnses nor attempts to eIml^ 
nate or socialize profit by public or co-operative ownership could 
have much effect, in themselves, on the basic working of tlie 
system, 

The syndicalist movement which sought flie direct and revolu- 
tionary ^lopriation of the factories by the workers was a reaction 
to the slowness and stodginess of labor politics^ But it never de- 
veloped, whether m the American I W W or the Latin anarchist 
efforts, into more than a romantic social movement with neither 
economic understanding nor economic potenhalities 

Hie attempts of the "revisionists” to hnn^ Mamsm into accord 
with the concepts of liberal democmey, relying on gradual change 
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to socialism by legislative enactment thtough paihamentary demoo- 
lacy, fared no better Still tied to the "proletariat,” a sufficient 
popular majority to permit a program to be put over was always 
out of the question, and the nature of the program that was to 
be put over was never adequately formulated 
Only the Russian Communists have secured a position where 
tliey could turn Marxist talk into Marxist action How they hap- 
pened to win that position is a matter of political history rather 
than economic theory But, as we have seen, their Marxist eco 
iiomics was a hindrance rather tlian a hdp, once power was se- 
aired, and the Russian people are still paying the appalling puce 
of Marx’s failure to elaborate a technique of transition 
Today what have the Marxists to offer? They have learned noth- 
ing, and the weight of the Marxist tradition seems to hang like a 
ball and cliam on the radical movement the world around In the 
multifarious movements that take their inspiration directly or in-^ 
directly from tlie Marxist ^stem of thought, two general branches 
are oraervable, centenng in the Labor and Socialist or Second 
International and the Communist or Third International The for- 
mer is still groping with revisionist, reformist concepts of na- 
tionalizing particular industnes, eliminating profit, eiqianding so- 
cial services, but without a coherent program for a transition to a 
new social order, and witli a still recurring profession of fiuth in 
"the revolution” The Comintern, under the dominating con- 
siderations of Realpolitik as the Soviet government sees it, lias post- 
poned "the revolution” in other countries, and though with some 
emphasis on immediate reforms, is essentially concerned today 
with defending the status quo from the demonic assaults of "fas- 
cism” Neither in the tlieoretical literature nor in the political 
platforms of either major faction is there an effective attack on 
the essential economic problems of the day Tlieir own sense of 
failure is evidenced by me blade mood of pessimism tliat has set- 
tled over all Marxist dements, except those communists who are 
sustained by what amounts to a purdy emotional faitli 
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AT this point let me sum up the results of my investigation 
yA as far as it lias gone 

X V The world 1 have pictured is a world that seems to be 
going through an unusually acute, painful and rapid cliange in the 
direction of more comprenensive and effective collective controls 
Dunng the mneteentli century and the first years of the present 
century direct governmental controls over business practices were 
few, yet even laissez faire was a governmental policy, permitting 
more or less automatic processes within a definite framework of 
public law Towards the end of the period governmental functions 
and state intervention were rapidly expanding The Great War 
and its political and economic aftermath ^ve such increased em- 
phasis to governmental action as to initiate a profound change m 
our economic system 

In analyzing today’s world I have come to the conclusion that 
a common pattern of economic behavior is emerging in all coun- 
tries, regardless of ’’system”^Fegar(lless, that is, of whether the 
country is “communist,'* "fascist" or "democratic" (“capitalist") 
The main features of these collechve interferences with automatic 
economic practices we might list as follows 

1 Guaranteeing all members of the community (whether 
conceived as a national, racial, or class community) a certain 
minimum standard of consumption, either out of humani- 
tarian considerations, or because of political pressures, or for 
imlitaiy reasons 
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2 Management of the cuntincy, and control of the central 
credit institutions, in the attempt to gear purchasing power 
to productive capacity and assure an adequate sup^y of 
mouCT for capacity operation 

3 Public direction of investment, either through govern- 
mental expenditures or a channeling of private investment, 
or both 

^ Prices and production controls limited to checks on the 
automatic mechanism of the market. 

5 Organaation and co-ordination of group interests— "cor- 
porativism " 

6 Decline m the significance of rather than destruction 
of "private property” (apart from tangible possessions) 

y Itetention of profit as an incentive to individual achvity 
and as a bookkeeping check on efficiency 

8 detention private ownership and private enterprise 
outside of the Soviet Union, except in the fields of social serv- 
ices and armament 

Tliat will do for the moment, thou^ it makes no pretense at 
finality As between the Soviet Union, Germany, and the other 
countries discussed, one or more of these points may be empha- 
sized or mimmized, but for the most part they apply generally 
I might stop here and leave you to draw your own conclusions, 
to formulate your own theory on the basis of these facts Most 
Americans, still clinging to what th» were taught in school about 
the virtues of “free” economy, easily accept the conclusion that 
any governmental interference impenh democracy, their theory, 
expressed by such conseivative-hberals as Walter Lippmann, is that 
we shall succumb to dictatorship unless the present trend can 
somdiow be reversed The only other view that at present has 
an intelligent following is the Marxist view that capitalism is m 
decay, and that the phenomena we have listed are signs of a 
chaotic struggle between the workers se^ng to set up socialism 
and die capitalist class seeking to perpetuate its power. 

Since the Marxists alone have a consistent theory capable of 
appealing to any considerable number of forward-searching minds, 
it was necessary to devote the preceding section of this book to an 
analysis of Marxist economics My own conclusion, which my 
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readers may or may not share, was tliat Marxist economics is of 
little or no use m understanding or guiding present day develop- 
ments. 

I had to continue my search, to discover what meaning there 
might be in this bewildering array of facts, 1 had to work out a 
theory for myself 

A theory is a mental picture, a logical construct, having a pat> 
tem conespondmg to certain ^cts in the objective work! If we 
are going to make the best use of our brains wc must understand 
not merely the facts, but the patterns of which they are parts, and 
OUT mental patterns must conespond with the patterns in the real 
world if we arc to act intelligently, Today most writing about 
political and economic developments suffers not from over-thconz- 
mg but from under-theoiizing Perhaps the chief reason for the 
low estate of Uieory is that in the social sciences so much theoriz- 
ing has been done m a vacuum Most economic theory of the 
classical (now the marginal or equilibrium) school has until re- 
cently avoided &cts like the plague, and hence it lias been of little 
value as a guide to action for either business man or statesman 
Marxist theory is based on factual material mostly of the mid- 
mneteenth century inconvenient modern facts ate ignored or ex- 
plained away 

On the other hand, economic theonzing is useless if it docs not 
lead to the formulation of policies, which can be applied 111 action. 
And as soon as you begin to think in terms of action you arc 
necessarily out of the fidd of pure "economics " You are dealing 
with living human beings You have got to ask Wliat makes them 
act the way they do? You have got to set up standards and goals* 
What is the good life toward which acbon is to be directed? 

And so, though this is a book on "economics," I must engage m 
another digression, into the field of philosophy and sociology I am 
bound to ask mysdf What values am I seeking, and what is the 
nature of the histoncal process within which 1 imagine my eco 
nomic theories to operate? 

Philosophic Approach Scientific Humanism 

In my own personal development 1 have long felt a confiict be- 
tween two ways of looking at the world one might be called the 
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soft-hearted and the other the hard-boiled approach 1 suppose 
this may he merely a personal aspect of the great conflict between 
the natural requirements of the group, or even of the species, 
seeking survival, and of the individual seeking survival 

Being a member of a large family I early became aware of the 
necessity of compromising my own instinctive wants in considera- 
tion of others’ Without sympathy, tliat is, without the ability to 
put yoursdf in the other person’s place, the harmony of any social 
group, family or nation, is impossible Then, with an overdose of 
New England divines in my bloodstream, I went through a child- 
hood phase of pious altruism whidi was probably as noxious to 
those around me as pure grabbiness might have been-~a phase 
which brought soft-heartedness close to soft-headedness 

Having attended a church school where certain routines of piety 
were part of the curnculum may have further delayed the reaction 
back to sheer hedonism, which so often takes place m adolescence 
At any rate, as I became increasin^y aware of the standards of the 
business world, and its arrogant glonfication of the profit motive, 
I was no longer impressionable enough to be able to accqit it as 
part of the normal order of things As 1 have previously related, 
I was given pnmer lessons in the profit system by my father; I was 
mstmeted to save rather tlian spend, 1 heard with a shock die use 
of the term worth" to describe a man's wealth, I was taught re- 
spect for bankers and men of great wealth But it did not sink in 
very deep— why should it when 1 already had, as a matter of 
course, dl that monw would buy? At the most I was only able 
to accept the doubtful reconciliation involved in the word "philan- 
thrmnst ’* 

The first mature synthesis of the demands of individualism and 
society I found in Henry Adams’ great autobiography His term 
’‘benevolent anarchism’* appealed to me greatly The world’s ap 
parent disorder and cmelty, for which none of the philosophical 
theories 1 had encountered gave an adequate explanation, arose 
from a complexity of natural phenomena beyond the reach of any 
human formulas, hence apparently "anarchic ’’ At the same time, 
the necessary though irrational assertion of human dignity re- 
quired an attitude of good will, "benevolence ’’ 

This individualistic synthesis of the soft-hearted and hard-boiled 
might not have result^ in any active social philosophy without 
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an aesUietic sense keenly developed by the Utopian surroundings 
in which, at home, school and college, 1 had spent niy formative 
years In my last year in law school I gave up a small amount of 
time to a free “legal aid” service, and the talcs of utter squalor 
that poured from bruised bps at those sessions 111 the grim old 
New Haven City Hall sent me scunymg back, with o feeling of 
nausea in the pit of my stomadi, to the peace of Yale’s Gothic 
quadrangles 

Before long I found the old conflict assuming a new fonn, as 
disturbing as ever It was most strikingly set forth 1 ^ the first 
ardent Comniiinist I ever met I was on the Tiirk-Sib Railroad, 
crawling over the bleak Kirghiz steppes, so far in the interior of 
Asia that I felt as if I were lost on another planet The friendly 
young party member, who had been delegated to some difficult 
political 10b in Alma-Ata, thousands of miles from his wife and 
child m Moscow, explained to me with the aid of my pocket dio- 
tionaiy why a good Bolshevik must be “hard.” Tiie word came out 
several times, “hard,” "hard,” “hard" Personal sufferings were 
nothing Tlie individual must sink himself in the mass. 'The mass 
was everything Tlie trouble with “liberals” and “refomiers” was 
their “softness” like true “bourgeois” tliey worried over the possi- 
bility that someone might get hurt in the Revolution I liad no 
answer for him I found his penetrating zealot’s gaze as uncom- 
fortable as a cultured Roman might have found that of a Chnstian 
evangelist, telling of the hell that awaited him if he did not repent 
In diis case the hard-boiled attitude was no more satisfactory for 
being associated with an altruistic social philosophy rather than 
with hedonism 

It was some tune before I came to another partial solution I be- 
came convinced m spite of what the zealots were then saying that 
individualism and socialism were not opposites hut complements 
I became convinced that the greatest expansion of the individual 
personality was only possible in a widened community responsi- 
bility 

Yet this still provided no workable social creed For how was 
the “revolution’’ to be achieved? Tlie cnticism of the liberal re- 
formers seemed justified After generations of “refonn’^ the capi- 
talist world seemed to be sinking ever deeper in misery and cruelty 
Perhaps a dictatorship, if not of the proletariat, then of some more 
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enlightened elite, was necessaiy Since conditions made it impos 
sible to lead men, by sweet reasonableness, to freedom, they must 
be coerced to fre^om Perhaps even the dictatorship of the mind, 
represented by the dogmatic absolutes of Marxism, was necessary 
after all Such dictaloisliips would be tempomiy, as surgery or 
other unpleasant but necessary use of violence is temporary 
I suppose the Moscow trials definitely ended for me, as for 
many another, the possibility of espousing the Marxist revolution 
The whole question of ends and means was brought too brutally 
to light Tlie rationalized coercions of communism were too much 
lilioe the irrational coercions of the fascist dictatorships If I could 
forgive the corruption revealed by the Moscow trials as the out 
come of dictatorship (corruption regardless of whether accusers or 
accused were the more guilty) I must forgive Hitler's purges If, 
looking back at the destruction of the liberal intellectuals and of 
the kulak class in the light of the new reign of tenor, I must for- 
give these means, as honestly (though probably erroneously) be- 
lieved necessary to achieve a wortliy goal, then I must forgive anti- 
Semitism, believed with equal sincerity to be a necessaiy instru- 
ment of policy. 

Instead I came to feel tliat absolutism was wliat was most to be 
feared The absolutism of a political dictatorship and the absor 
luhsm of a dogmatic creed, however pseudo scientific the creed, 
and however humane the political goal, alike seemed to threaten 
the most fundamental values of civilization 
Capitalism, 1 was by that time convinced, “could not be saved 
and was not worth saving " The basic question before humanity 
was whether we could achieve the necessary collective integration 
without succumbing to absolutism If either tlie fascist or the 
communist absolutism conquered the world, then, regardless of 
the integration that might be achieved, individual freedom and 
the scientific method (by winch alone individual freedom can now 
be reconciled to social integration) would be lost Moreover, be- 
foie either one of these absolutes conquered, then wars might set 
back human development for centuries 
By this route I was gradually dnven to this belief that the scien- 
tific method, used to enhance human worth through social action, 
provides the only adequate basis for a social philosophy 
It was perhaps only a happy accident fliat the magazine of 
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which I had been an editor for the last few years was called Com- 
mon Sense But the words fitted the same early inclination that 
attracted me to Henry Adams’ “benevolent anarchism “ Tlic mod- 
ern emphasis on relativity 111 the sciences seemed to give further 
support to niy antipathy for absolute categories and formulas 
Tlie more recent emphasis on semantics, with its warnutg of the 
“tyranny of words,” strengthened my confidence in a coiiibiiMtioii 
of straight common-sense logic and good will 

Lancelot Hogben has been dtainatiziiig this “scientific liuinan- 
ism” more cogently perhaps than anyone else * John Dewey’s “ui- 
stmmentalism,” logic used purposefully, as a means of inquiiy to 
determine humane action, seems tlie philosopher’s expression of 
the same idea If America has any special contribution to make to 
the history of philosophy, tlianks to her origins and the develop 
ment of her uniqudy pragmatic attitudes, it will be in this general 
direction 

But 1 am not a philosopher I leave to professionals the further 
ducidntion or cnticism of this attitude to the world At least this 
bnef mention may help you understand how I have determined 
the values which I think an economic program should serve 

Fust of those values is the human individual His worth and 
dignity cannot be abrogated because he belongs to a particulat 
class, or race, or other abstract category His stature depends on 
freedom to develop in liis own way, and on his relations with 
his fellows in group activibes Only when environmental limita- 
tions are minimized, in conditions of material “abundance,” can 
the higher fonns of human development become generally pos- 
sible This IS the task of economics, or, as we may once more learn 
to call it, political economy On these assumptions war, whether 
international or civil, is obviously a paramount evil And means 
and ends are all part of e process which may enhance or debase 
the social totality we call civilization 

* In his recent book. Science for the Cjfizeii, he defines the concept thus 
“Tlie social contract of scientific humanism is the recognition that the suf 
ficient basis for rational co operation between citizens is scientific mvestiga 
tion of the common needs of mankind, a scientific inventory of resources 
available for satisfying them, and a realistic survey of how modern sociol 111 
stituhons contribute to or militate n^inst the use of such resources for the 
satisfection of fundamental human needs" (page 1075} 
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Sociological Approach Dynamic Trial and Kiror 

Maix saw histoncal change coming about through the conflict 
of certain group interests If he had left it at that, a concept of 
an organic society in process of evolution, and had not tri^ to 
apply the Hegelian word-niagic of the "dialectic/' I would have 
less quarrel with him As I pointed out, he saw the conflict all in 
terms of two groups, the workers and the capitalists, and he de- 
flned the groups only in terms of Uieir economic interests Hence 
"the class struggle" (note the “the") Hence the "historic mis- 
sion" of the workers who received wages, as against the property- 
owners who received profits 

The "middle classes" are upsetting all predictions based on 
Marx's class struggle The very term "dass" may be misleading, for 
no "dass,” whether capitalist, proletanan or "middle," is sufficiently 
clear-cut or self-conscious to act as a predictable political force 
Even from the standpoint of economic interest alone, it is prob- 
ably sounder to think of innumerable conflicting and interpene- 
trating groups, rather than "classes", such "groups" are labor 
unions, industries, co-opeiatives, local or regional economic areas, 
pnvate or public bureaucracies, economic units for various pur- 
poses as small as the family, as comprehensive as die nahon 01 
even the world 

But beyond the economic interest arc many other interests, real 
or imaginary In the long run it may be that die economic interest 
has more often been decisive than any other sin^e interest But 
pride, glory, lust for power, supeisbtion, and noble idealism have 
all ploj^d their pre eminent roles Bertrand Russell has recently 
picture history as primarily molded hy the lust for power Harold 
Lasswell lias analyz^ other more subtle incentives to social change, 
sudi as vanity, pride of place, the desire for security Thurman 
Arnold's Folklore of Capitalism was a brilliandy revealing book m 
its exposure of the magical formulas and foibles which so often 
lead groups to a course of action clirecdy counter to their economic 
interest 

'These wnters represent part of a present trend to link up the 
so-called social sciences Anthropolo^, sociology, economics, his- 
tory, psychology, and, extending into the natural sciences, human 
biology, all are becoming available to the intdligent layman in a 
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CO ordinatcd fashion, thus mahmg it easier tlian ever before to 
understand the complex ways of our human species The concepts 
of organic evolution developed by Darwin are being applied iii- 
creasingly to the social organism. 

Human life is a process, ever in Hux, changing, evolving The 
method is almost as liaphazard and irrational os the method of 
the jungle Rather than a reasoned progress we see an evolution 
proceeding by trial and error, by social mutations which ate Iiami- 
ful or helpful Conceivably a social mutation might be lethal, such 
would be one leading to ever bigger and more disastrous wars, so 
tliat the species would die out But for the most part the harmful 
mutations are suppressed in bme without hital damage, and those 
conducive to survival continue History certainly warrants the opti- 
mistic belief in evolutionary "progress " Even its great cycles tend 
to have the spiral form 

Yet only too obviously "progress” is blundering at best Men’s 
passions and superstitions, their ignorance and lack of discipline, 
often stimulate and may long perpetuate modes of action contrary 
to their best interests A strike between a steel corporation and a 
labor union may result m a collective agreement stabilizing then 
relations in a way beneficial to both, but it is almost as likely to 
lead to stupid violence and a lengthening chain of reactionary so- 
cial consequences Social and international peace are obviously de- 
sirable but war liangs on, 

Brooks Adams pointed out a generation ago the danger that our 
capacity for administrabon might not be able to keep up with the 
requirements of a compleidy interrelated avihzation of two billion 
persons equipped with machines Administration is management, 
coUechve organization of human beings A temporary solution may 
be die dictator But dictators are no more in&lible than anyone 
disc The problem of the twentieth century is pre-eminently one of 
devising methods of administration that will give full scope to the 
individual tlirou^ democratic methods, and still funebon with 
thp requisite degree of efficiency 

Group Organizabon 

All social problems then are problems of individuals m groups 
how th^ function as groups, how the interests of the individual 



^00 MAN^S ESTATE 

and the group harmonize or conflict, how different groups may be 
adjusted to each other 

In place of Marx's dialectical theory of historical materialism we 
might attempt to phrase a formula like this All history is a his- 
tory of dynamic social evolution proceeding through the conflicts 
and adjustments of individual and group interests Since sur- 
vival of Uie species in the natural environment is an all-pervading 
and underlying interest, the economic interest is often uie deter 
mining one in this social evolution— hut not always • 

The social organism has often been compared to a human or- 
ganism It IS an intricate complex of more or less harmoniously 
related cells, tissues, structures and organs In its most inclusive 
sense it is the whole body of human beings on the planet through 
historical time One feature of its evolution has been the growing 
size and organizational complexity of the vanous human groups 
Looking hack over my own history I can see many analogies to 
social institutions m human history The simplest form of group 
activity IS the mass Two people are stronger than one I recall 
vividly my suipnse the first time I was sent out with a big group 
of boys at school to move a grandstand near Uie playing Md it 
was a heavy plank structure, but fifty hoys could lift it with one 
hand apiece 

Division of labor is the next feature of group activity Football 
and baseball give every American boy a sense of the power of team- 
play, with strength depending less on weiglit of numbers than 
efiective co-ordinabon of various assigned tasks 
In tlie course of centuiies these two principles, weight of num- 
bers and co-ordination of different activities, have built up a social 
structure of inconceivable complexity Witli every increase of com- 
plexity comes the need for greater integration Conflicts must be 
resolved in terms of new and hi^er unities Discipline balance, 

*Some of the more modem Marxists have attempted to levitalize the 
“dialectic" concept along these lines But since Marx considered the economic 
interest as necessarily the deteiinining one, and considered, economic “classes" 
as the only important groups, and narrowed them to two, his formulation u 
so artificially narrow as to he worse than useless Unable to understand the 
social mutahons of tlie post-war years, Marxists find cunent events ^'meaur 
Ingless," and take lefu^ m the thought that human nature has ''d^nenited" 
80 that it cannot fulfill its histone ime 
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hannony, become ever more necessary and ever more difliaslt of 
achievement New administrative techniques are constantly cjllcd 
for 

Here again a family expenence is illustrative CliildTen never 
like to go to bed when they should My father worked out a 
scheme— an admimsttativc technique—that largely eliminated the 
arguing and wheedling and disciplining which make many a family 
evening hideous He set ofEcial bedtimes fifteen minutes apart 
according to age Each older boy m turn would see that the next 
younger went to bed on time, so tliat he could eii|Oy liis privileged 
quarter-hour It worked like a chaiin— most of the time 

Administrative techniques become more and more differentiated 
as the social group grows in size and comes into relation with an 
increasing nuinber of other groups The threefold division of our 
American government— legislative to make policy, executive to 
cany it out, and judicial to settle disputes— is one method of divi- 
sion of governmental or administrative function m a large national 
state (Administration in the narrow sense, conceived of as sub- 
sidiary to the executive dejiartment, is currently under attack be- 
cause it still entails legislative and judicial functions government 
obviously cannot be put m vwter-tight compartments ) 

Institutions are the patterns of group action TIkw are the more 
or less permanent fomis of organization within wnicli groups of 
various kinds function Some of these institutions we call govern- 
mental and others private But this again is a distinctioii hard to 
maintain Government, like administration, is a vague word that 
will not keep in bounds Every group requires government Every 
group must be administered We have chosen to call certain funo 
tions political, they may be local, state, regional, federal, or even, 
conceivably, international, and we attach the word "government” 
especially to them But anyone who has had experience both in 
such organizations and in business or social organizations, corpora- 
tions, dubs, churches, schools, knows that each one involves simi- 
lar problems of government 

Any observer of the world about him must recognize that all 
these organizations knit and intertwine in a most intricate hishion 
John Citizen finds the conflicting loyalties of his family, his neigh- 
bors, his cliurch, his trade union, Ins business, his race, Ins school 
district, his town, his state, Ins party, his country, often quite be- 
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wildenng, and when all those contacts are multiplied by a hundred 
million other John Citizens, tlie sociologist who tries to unravd 
the tangle is hardly to he blamed if he tries to find some simplify- 
ing formula 

A group or organization or institution exists for some function 
It requires government or admmistratioiv— a guiding control to 
assure that it performs its function as efhcientiy as possible, and 
to resolve the conflicts that arise between its individual members, 
between any member and itself, and between itself and any other 
group 


The Individual and the Group 

I am primanly concerned here with ejcplormg the possibility of 
individual freedom m the group I said that philosophically the 
worth of tlie individual human being is pre^inent, yet groups 
to which the individual is subordinate are tlie essence of social 
growth What are the conditions that will assure that the group 
liberates and develops the individual rather than limiting him? 
Tlie old liberalishc mimula, individual versus group, freedom ve^ 
sus control, will not do The notion of absolute anarchism, in 
which there is complete absence of coercion and all group activity 
IS on a basis of purdy voluntaiy co operation, is as unreal on the 
one hand as is the notion of absolute despotism on the other 

Hieie are, I thinh, three possible ways of conserving freedom 
within the group 

The first is to seek to have power m as many members of the 
gioup as possible The many should govern the few rather than 
the tew the many Rule by the majority is preferable to monarchy 
or oligarchy Yet it is dear that coercion remains coercion Gv6n 
when imposed by ma|onty vote Tlie individuals constitubng the 
mmonty are as much imposed upon as if they constituted a ma' 
jonty, and they may feel the tyranny of the dominant number as 
irksome as that of an aibitiary despot Freedom means more than 
counting noses Moreover, there are many types of group organs 
zation, even in a “democracy,” in which it is difficult if not impoS' 
sible to apply the principle of majonty rule An army m wartime, 
a ship at sea, a raflioad system, all require hierarchical and expert 
direction, unhampered 1^ majonty votes. 
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A second approach might ask the question whether or not mem- 
hership in the group is voluntary The manufacturer considers that 
the absolute discipline maintained in his hictoiy is compatible 
with democracy because no worker is compelled to seek employ- 
ment there Before the Great War army discipline was justified in 
the democratic countries on the ground tliat service was volun- 
tary a volunteer freely gave up ms freedom when he enlisted 
With conscription universally applied 111 wartinie that argument 
no longer holds Membership m economic organizations, factories, 
businesses, fainis, is all held to be voluntary, yet 111 piacbce \vc all 
know that the old-time freedom to work at wliat one chooses is 
largdy gone Moreover, memheiship m many groups, regional, la- 
cial, national, is an accident of birth, from which there may be no 
withdrawal The questron whether membership m a group is vol- 
untary may then be of limited importance 

A mird consideration— in the long run more important for our 
purposes— IS whether the group control functions automatically 
or by coercion Look at the instance I gave a moment ago of the 
bedtimes automatically enforced m a large family Before the tech- 
nique was developed my father would order us to bed, and we 
each felt the humiliation and pain of being little bws given com- 
mands by a physical supenor, without recourse When the auto- 
matic mechanism was developed the ultimate autlionty could doze 
if he liked The technique was at once more efficient and more 
respectful of the individual 

In that example the ultimate coercive autlionty remained Yet 
as I grew up I found coercion eliminated in one field after another 
and replaced by self discipline and habit Hiat was what freedom 
meant In so far as society grows up in the ways of freedom it will 
be by developing purely automatic controls over its group activi- 
ties, with coercion wholly absent 

Yet there are limitations on the extent to which any such pure 
automatism can prevail An ultimate autlionty with power to give 
orders and see that they are earned out, coercing recalatrant indi- 
viduals into hue, is necessary m most social groups No automatic 
mechanism can lay down policies, can make rules, can organize 
Even to create and install an automatic medianism, such as a 
traffic light on the comer, requires preliminary orders from some- 
where These orders often require technical skill, and their ad- 



man’s estate 


304 

ministration often requires hierarchic organization and discipline. 
Under any economic democracy conceivable^ trains must run on 
schedules worked out by traffic experts, and orders must he re- 
layed down from traffic manager to tram dispatcher to locomotive 
engineer In times of emergency or danger the need for swift and 
sure action must often take precedence over individual “nghts " 
So long as we have factories and assembly lines we sliall have 
regimentation 

Yet experts arc arrogant, hierarchies tend to grow ngid, "emer- 
gencies” have a way of perpetuating themselves The habitual 
and self-correcting and automatic must always be souglit even 
if it cannot always be found 

Let me cite a few examples of these automatic social controls 

From my seventeenth-floor New York office I can look down 
on a busy street intersection The sidewalks are jammed with 
people I watch one person from above and see him thread his 
way through the throng He will be followed by one, two, three 
or four people, finding the patli he breaks through easy to pur- 
sue, for a moment a pattern emerges, with a line of people going 
in one direction without blocking a line going in the other But 
almost at once the pattern is lost, and the crowd is merely an 
aggregation of atoms, each following its own erratic path A 
highly complex group activity is going on, the moving of tliou- 
sands of people from one place to the other, and efficiency might 
be served by more coercive rules But obviously the automatic 
process by which each individual is his own policeman is prefer- 
able Only when a parade 01 other emergency on the avenue 
arises is it necessary to put up ropes sind give orders to "Ireep 
moving* in this or that diiechon 

I go out to buy a sandwich for lunch, choosing my favonte 
restaurant, and sdecting the item I vrant at the price I want to 
pay In so doing I am playing an important part in many eco- 
nomic processes, all earned on in complex interrelated groups 
I am a consumer entering the market, in this case primarily a 
consumer of foodstuffs Conceivably it might he more efficient 
for me to be fed as I used to be at boarding school there a bell 
would nng, I would file in to my assigned place in the crowded 
dining hall, and a substantial meal, worked out according to the 
best dietetic standards, would be placed before me Tliat is the 
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way it IS done, with variations, m most families, in jails, and 111 
the army It has its advantages and disadvantages Yet free con- 
sumer's choice, operating m the automatic mechanism of dis- 
tribution and production we call the market, is an element of 
freedom no one would be willmg to give up 

To feed and otherwise provide for a population involves many 
enterprises and many individual jobs Conceivably those jobs 
might be filled by a dictator assigning each person to the job he 
was best fitted to fill Within any single cnterjirise the manage- 
ment does just that But the distribution of workers between all 
the available jobs is left to the automatic mechanism of the labor 
market That is an essential condition of freedom for most of us 
Yet m wartime we are conscripted In Europe there is compulsory 
military service even in peacetime, and labor service for millions. 
Moreover, an increasing number of coercive rules have been 
imposed on conditions of labor in this country The freedom of 
the individual worker seeking work from a large corporation may 
be so illusory that it becomes necessary to assure ‘^collective bar- 
gaining" through a union, perhaps even under a "closed shop" 
agreement 

During 1938 a nationwide railroad strike was threatened in pro- 
test against a proposed per cent wage cut. A generation ago 
the cut would have been imposed, the strike called, the nation's 
traffic disrupted, there might have been nots and bloodshed and 
widespread suffering On the other hand, under a dictatorship 
the railroads would not have been able to impose a wage cut 
except as the govenmient miglit decree, and if decreed the work- 
ers would have had to accept it without a protest— for the trams 
must “run on time " But the dispute was settled here by a slow 
and more or less automatic process laid down in a federal law, 
the Railway Labor Act First collective bargaining, then attempted 
mediation, then a fact-finding commission with publicity for its 
findings The whole issue was aired The railroads were persuaded 
to withdraw their threatened wage cut m return for promise of 
government financial aid The “corporative” mechanism within 
which the interests of the workers, the management, the owners, 
the creditors, the consuming public, the government, all found 
expression and within which their conflicts were resolved, proved 
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its worth The process was throughout more automatic than 
coercive. 

Take an even more complex group enterprise, the TVA It 
involves innumerable conflicts of interest, which are worked out 
in various ways no one could have predicted when the enterprise 
was started It involves a gigantic public investment, conflichng 
at many points with private investment Tlie ordinary automatic 
controls of the market are in many instances absent In other 
instances they may crop up uneiqiectedly when a dam or a piece 
of road or a building is to be built the authorities are much more 
hkdy to turn the ]ob over to a private contractor bidding com 
petitively, and caiiying on his own activities within the market 
mechanism, than to attempt the job on a pure engineering basis 
themsdves. 

1 have cited five examples because they illustrate the chief 
aspects of economic automatism as a method of economic gov' 
ernment * It would be easy to think of countless others, where 
group activities are earned on efficiently and conflicts resolved 
with a maximum degree of freedom 
After all, the automatic group mechanism is the way of na- 
ture Nature gives no vocal orders Its “tiopisms" direct life to 
survival, plants to the sunshine, animals to their sustenance and 
their matmgs, with lio iron bars or coercive instruments 
As individuals we cannot evade controls and directives if we 
would live and work together But discipline can become self- 
disciphne, and sdf discipline can become an irldess habit Con- 
flicts can be harmonious rather than dissonant Courtesy is the 
avilized alternative to coercion Freedom becomes the natural 
prerogative of man's mature estate 
And if this IS trae of individuals it is true of groups The 
natural resolution of forces involved m a balance of conflicting 
pressures may be worked out by a conscious bar^ining process 
or in an unconscious automatic synthesis It is always likely to 
be more a rough approximation than a perfect balance Repie- 
sentative legislatures, subject to the various lobbying pressures of 

* I might call these five freedom of locomotion, freedom of consumer 
choice, freedom of occupation, automatic ad]U5tmeiit of group conflicts, and 
flexibility m public enteiprise 



CLEARING THE GROUND 


307 

special interest groups, arc one solution The syndicalists have 
thought the occupational and functional groupings of productive 
workers (after the elimination of private property) could provide 
all the needed social organization, \vithout other government Tlic 
guild socialists refined this concept and visualized a government 
by functional rather than territorial representation Tlic medieval 
guild or ''corporation'' has also given direction to Catholic social 
teaching, and has been elaborated in Italian fascist theory, as 
previously noted * 

Cooperation and compromise, in reasonable adjustments, is 
the way of life, rather than coercion of the weaker by the stronger 

The Individual and the State 

In any social order there is one level of group organization 
which IS supreme over all others, with power of life and death 
At various times it has been the family, or the clan, or the tribe 
But With the coming of civilization the state is the supreme 
coercive authority 

More than any other group, the state always aroused the fear 
and suspicion of the individualist Its supreme coercive authonty 
has always been abused Yet without it there could liave been 
no civilization The great empires of antiquity were slave ein< 
pires But under them tools were invented, sciences were fomiiv 
fated, roads were built, commerce and exchange stimulated the 
development of new products and new ideas, the means by which 
man could conquer his environment and know himself were 
enlarged When the empires fell apart, due to administrative 
failings, there was a reversion to more primitive ways, the arts 
and sciences were foigotten, the roads fell into disrepair so that 
fertilizing contacts ceased, and man slipped hack for a while 
toward his animal ancestors 

The present authoritarian collectivisms, fascist and communist, 

* Sec above, page 226 The '*corpoiaUvc” idea is not a fascist invention 
Wliere every ^up interest is democratically represented, in a structure which 
provides for the automatic hannonizing of conflicts, such a “corporative'’ sys 
tem would be conducive to the fullest freedom Tlie early Soviet leaders, who 
looked forward to a rapid achievement of democracy, conceived of the strac 
tuie of “soviets'' or councils also in this way 
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are not altogetlier new, m so far as they represent a liigli degree 
of coercive discipline over comparativdy large areas What is 
new about them is, first, that modern applied science has greatly 
increased the complexity of the mterrelations of the national 
group, carrying the disciplines into collective economic activity 
at every levd, from growing crops and making shoes to main- 
taining an aiT-mail service, and, second, that the democratic ideal 
of equal rights to all members of the community (whether con- 
ceived as a class community or as a racial community) lias be- 
come so deeply ingrained m modern times that the leaders wear 
simple army blouses instead of silks and ermines, and all group 
activities are given at least the outward trappings of equalitariaiv 
ism rather than slavery 

It 15 natural, in modern or ancient times, for the state to take 
on the mystical trappings of absolutism Even m our own liberal 
tradition the state has been idealized, and the government of 
the state has acquired an almost supeTnatinal aura 

I remember the awe with which I first went to Washington 
to see the "government" I was taken to the Capitol and was 
duly impressed by its great bronze doors, flanked by nobly- 
proportioned brass spittoons, and guarded by antiquated political 
pensioners who couldn’t qualify as policemen in a small town 
The Senate and House Chambers, even m the midst of busy 
sessions, don't show a fraction of the dignity and earnestness of 
a high school debating society, and when I was introduce to 
the august law-makers of the nation in the Capitol corridors, I 
found tliem indistinguishable from the gaping tourists I gave up 
the idea that this was the "govemmenr* and considered that it 
lay m the White House One day my father was invited to bnng 
his family to an informal showing of a movie at the Wliite House 
We fdt veiy small when he told us that the President was the 
most powerful ruler in the world When we found ourselves at 
the appointed time in the East Room it was ^vlth a sense of 
imminent inmesty that we heard the major donio sonorously 
announce "Tne President of the United States ” A little squmty 
man shuffled in, gave us a sidelong glance and plumped in a big 
armchair I sot directly behind him during the showing of the 
movie, near enough to touch his unprepossessing scalp, and was 
more than ever m doubt as to what was tne "government ” Gradu- 
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ally I accepted a hazy notion that it was tlie pretentious marUc 
buildings of Washington Tins is still the way I visualize those 
vague words "government" and "state ” But, for anything like a 
scientific conception, one must think of a complex network of 
human relations, which permit certain individuals in Washing- 
ton to give certain final decisive orders under certain specially 
important circumstances When a President signs a tariff law, 
for instance, customs officials m the customs houses follow a 
new pattern of procedure, and indirectly the amount of food and 
clothing consumed hy every person in America may be altered 
Tlie nmeteentli century hbeml who thinks of the state as the 
necessary enemy of the individual, and the Marxist who thinks 
of it as the mere coercive instrument of the ruling class which 
will "wither away” when classes are abolished, ate both reacting 
against the state But neither of them expresses its final reality 
It is far too complex a group institution to he characterized m 
a phrase In an earlier chapter I sketdied some of the history 
of the capitalist state, and indicated how it is subject to all the 
pressures of all tlie subordinate social groups witliin it And as 
I have hesn trying to emphasize in this chapter, all groups have 
much the same problem m governing themselves Tlie state is 
merely group action on a high level Nowhere is the problem of 
democracy or of individualism a simple one 
Many modern liberals have felt the lapse from the pre-war 
internationalism as heightening the danger of domination hy the 
state But this, too, is an oversimplification 
Increasm^y up to 1914 "free enterprise” developed its own 
Internationa apparatus of world finance and world trade, and the 
national states, without giving up any of their sovereignty, found 
it expedient to observe certain world-wide rules of "international 
law” and mercantile practice, and to agree on other joint com- 
mercial and financial pioceduies. 

The internationalism by common consent tliat existed prior 
to 1914 fitted m with the desires of the dominant economic 
groups in each country it was an era of industrial expansion 
and commercial impenalism Tlie fact tliat this purely vmuntaiy 
internationalism has been shnnkmg is quite compatible with 
the fact that at the same tame the role of government wthin 
the national states has vastly increased In so far as the elaboration 
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of group activity represents civilized progress, the present era of 
nationalism need not mean retrogression, as so many present day 
Jeremiahs are wont to believe ^e national collective controls 
of different kinds over agriculture, for instance, including col- 
lectivization in the Soviet Union, the ""blood and soil” direction 
of German farming, and Secretary Wallace’s AAA experiments, 
however differing in technique and desirability, all represent great 
advances in the direction of planned group control of the natural 
environment, as compared to the free play of the world marl^ 
m agriailtural products m the pre-war era, though the earlier 
method gave the appearance of integration on a world-wide scale 
and the newer seems a restricbon to national fidds 
It now seems more than likely that a high order of group 
integration will be achieved in the important national states long 
before any great degree of international planning and control 
IS achieved This runs counter to two older ideals, that of the 
nineteenth-century liberals who conceived of world-wide peace 
and harmony built on the international commerce of private 
enterprisers, and that of the Marxian Socialists who tried to 
cement the international solidarity of the working class as a 
prerequisite to the achievement of socialism, whether in one 
country or on a world scale Tlie whole trend today in every 
country is toward the building of what might have been called 
"national socialism” if Hitler had not already patented the term 
to fit his own neuroses Sdf sufficient economic nationalism or 
""autarch/" has been the practical tendency since the vm, in 
spite of the almost universal denunciation 01 serious thinkers on 
both left and right 


Alarm for Freedom 

How then shall the necessities of group action, especially in 
the modem stat^ be reconciled with individual freedom? The 
conflicts arising today within and between groups are so con- 
fusing as to seem quite baffling and discouraging The loud- 
speakers blare one or another alarmist interpretation till the ra- 
tional man almost despairs of making order out of the chaos. 

I was brought up to believe that progress consisted in the 
gradual winning of hberly from tyrants. The American Revolu- 
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tion was the crowning acliievem^t m that battle Today I hear 
many deeply worried voices bewailing the resurgence of tyranny 
Democracy, they say, is in retreat before returning despotism Tlie 
alarmists see an insidious encroachment on our hard won indi- 
vidual freedoms even in Amciica, the land of liberty 
Liberals of my father’s conservative school are prone to view 
history as a cyclic alternation of despotism and liberty The 
wicked despot becomes intolerable and is overthrown by the 
people. But m the heyday of democxacy tlie pec^le become in- 
dolent and lose their vi^ance Tyranny returns At first it is 
a benevolent tyranny, but it becomes wicked in the end, and 
the cycle then repeats itself Many sincere conservatives see the 
New Deal as a returning despotism 
A more modem type of liberal sees the issue as one behveen 
a pnvileged few and an exploited many He bdieves that an 
anstocracy of wealth and economic power has h^ talcing the 
place of the ousted feudal aristocracy of land and birth He calls 
for an unremitting defense of civil rights against greedy and 
selfish interests sedcing to turn government to their own encls 
Pie would defend the little man against plutocracy and monopoly 
Still another set of spokesmen declare that we are at a cross- 
roads, one way leading to freedom for individual economic enter- 
prise, the other to totalitarian dictatorship In the conflict between 
“business and government” th^ loudly insist business must be 
left "free” 

Marxists in turn see the conflict explicitly between the workers 
on the one hand, and the cemtalists who exploit their labor 
themigh private ownership of the means of pj^uction on the 
other. Tlie capitalists control the “state apparatus” fgoveniment), 
and in spite of democratic forms dominate the toiling masses as 
ruthlessly as any ruling class in an era of slavery or feu^lism 
Other voices again call to battle in an even more pressing 
cause, that of a decent world organization against the ruthless 
aggression of fascism A peaceful world order, subject to inter- 
national law, recognizing moral principles as supreme, must m 
their opinion take the place of the present reign of mtemationa! 
anarchy based on force But the fascist leaders on. the opposite 
side call loudly for “freedom" and "jusface" in a world in which 
they claim to be "liave not” nations 
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All these contradictory voices are obviously concerned with the 
conflicts of interest with and between groups The issues are real 
issues They are the problems of government, the problems of ad 
ministering our joint human affairs on this crowded planet, the 
problems of leconcihng freedom and organization Yet the very 
divergence of these attitudes, even when they all profess devotion 
to ‘iiberty,” suggests that there is little common agreement on the 
nature of the problem All see one aspect of a larger whole, and 
then seek by oversimpliffcation to bring order out of their mentd 
chaos 

Democracy is not a form of govenim(3nt It is an attitude toward 
other people which determines social arrangements, including 
both political and economic institutions If you i^ect human 
personality as you kijow it in yourself, and have a sufficiently sym 
pathetic identification of yoursdf with others whom you encoun 
ter, as well as with those you know to exist but don't encounter, 
you will want others to he as well off materially as yourself, and 
have the same oppoitnnities and freedoms, Any concept of human 
dignity requires that every man have the fullest possible share in 
determining his own dcsbny Because a man’s destiny is shaped 
by his many relations with otliers, in groups, then the democratic 
ideal IS to sought in every one of those groups, his home and 
family group, his neighborhood group, hi$ dub, church, union, 
professional or trade association, and nis working group both nar 
rowly conceived, as a shop, office or single business unit, and 
broadly conceived, as an industry or occupation Tlie political 
groups, local or more inclusive, are usually far less important in 
everyday life than those others But since the state has the final 
monopoly on force--the policeman’s club, the electnc diair, the 
baranet— and membersliip in it is more compulsory tlian in the 
other groups, democratic procedures m the state take on a specuil 
importance 

Economic planning, like any other group function, can be un 
dertaken either by authoritanan methods, by bosses or dictators, 
OT by democratic methods The fact that expertness and discipline 
are necessary leads many persons, particularly conservatives with 
axes to grind, to the condusion that democracy is incompatible 
with group adion in the economic field Yet the functions of the 
state, mduding the democratic state, require expertness and disci- 
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pline Because we do not subject every operation m tlic building 
of a highway system to majonly vote, and because individual cntcr- 
pTisc no long^ builds private toll roads, we do not assume that 
democracy has been destroyed on tlie highways 

Does the spread of collective controls mean that liberty and 
democracy are being crushed by a new despotism? Is cconoimc 
planning incompatible with democracy, as Walter Lippmann 
would say? Tlie answer cannot he a simple yes or no Much may 
depend on the types of group control employed, and tlieit method 
of application llie questions should be Are group decisions taken 
by majority vote when they can be? Is participation m any group 
activity voluntary or compulsory? Do tlie directives function auto- 
matically, or coercively and arbitrarily? 

Again, IS fascism a world tlireat to democracy? But fascism is 
not a simple abstraction, nor is democracy In practice which is 
the freer, the unemployed Englishman in a “depressed area” whose 
life IS lived within the confines of a pauper's dole, or the employed 
Nazi worker taken on a conducted JCraft Durch Fieude holiday 
tour? The Nazi may need a rahon card to secure butter, the for- 
mer may be free to buy it without a card— if his dole can be 
stretched so far Tlie jobless Englishman may be able to vote, once 
every few years, for a slate of candidates he had no voice m select- 
ing The German may vote too, with no alternative slate, and the 
necessity of voting “Ja ” The Englishman can swear at his govern- 
ment With impunity Tlie Gennan cannot, but he may be le- 
strained by no more terrible a sanction than that his children have 
been taught to bdieve it is shamefully bad form to criticize the 
"leader " 

The Marxist points an accusing finger at the German factory 
where the 'Teadership principle" has been applied in such a way 
as to compel the suWction of the worker to the boss in even 
more bmtal fashion than under pure capitalism He will point 
with pride to the Soviet Union, where the workers "own” the fac- 
tories But I have seen Soviet workers like dumb cattle in the vast 
confinement of a factory, and felt their slavery to routine and 
noise and dirt and rigid discipline (always a soldier with a bayonet 
stood Symbolic at the door) no less than that of American work- 
ers in an American factory In a sense industrial slavery can m the 
long mn be mitigated only by the advance of the automatic ma- 
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chine But I have seen workers m this capitalist country with the 
pride of workmanship, with the pride of shaimg in a business that 
aroused tlieir loyally, with the pnde of responsible participation in 
a union In the intricacies of modern industrial civilization free- 
dom IS not merely dependent on the outcome of a strug^e be 
tween the workers and the bosses "Industrial democracy" is not 
merdy a matter of collective bargaining If economic democracy is 
to be constructed it will have to take into account all the ramiEca- 
tions of group activity in tlie economic process— collective bargain 
ing, personnel mana^nient, the union, the corporation, the "syn 
dicaV or "corporative" organization of industries, the oo operative, 
the pressure group representing a special interest, the int^relabon 
of all political and social institutions No simple formula will do 

Tlien again there are those who see civilization most threatened 
by war The highest present form of group activity, the national 
state, must sooner or later give way to a more inclusive organiza- 
tion to resolve international conflicts We have only begun to work 
out the techniques of international organization, but autoinatic 
and voluntary mechanisms seem to work best Our world postal 
mechanism works with automatic smoothness Scientists share 
their discoveries for the most part regardless of national bound 
aiies Voluntary pooling of statistical information in the League of 
Nations and the International Labor Of&ce is less dramatic but 
may be no less important than attempts to impose "sanctions " 
Perhaps tlie same pnnciples of freedom m group action which we 
have discussed in other connections apply here Certainly coercive 
controls can be only a last and desperate resort We want no 
super-state resting on mere force * 

A long-range histoncal and anthropological view shows men in 
different geographical areas evolving different types of group action, 
handicapped and motivated quite as much by their inhented folk- 
lore as by then economic environment It is difficult not to pass 
judgment on the wickedness of Hitler or the Nazis or Germany, 
holding the nation itself to a kind of personal accountability. But 
since the method appropriate to deal with the situation is a war by 
the complex nationd group called tlie United States against the com- 

* A few additional suKestions raiding the possible future of International 
oiganizations appear in tue last cdiapter 
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plex national group called Germany, which involves mutual slaugh- 
ter and destruction, something more nearly approaching scientific 
objectivity may be preferable The old conc^t of "sin” has largely 
been abandoned in our relations with Tom, Dick and Harry m our 
immediate neighborliood, why then should we go on using it m 
our more distant relations with Hans and Fntz and Adolf? Ger- 


many and the other aggressive nations are not "mad dogs" to he 
crushed, but large groups of bewildered human beings, with be- 
wildered leaders, trying to adjust themselves to the exigencies of 
the modern environment The same is true of the more fortunate 


aggregations, such as that we call the United States 

Here, as in all the other "burning issues,” where alarmists see 
the world "at a crossroads,” with "democrat* or "civilization" at 
stake, the philosophical and sociological approadi I liave outlined 
seems to call for objectivity Human beings are so complex, and 
the groups and institutions through which the human ramily or- 
ganizes itsdf are so complex, that all rigid and simple formulas 
must fail Flexibility and tolerance seem required by the "scientific 
humanism,” which I suggested as the only adequate approach to 
our social problems 

Man, in all his blundering and perplexity today, is seeking to 
fashion new group patterns, which may make possible a final con- 
quest of his matenal environment Tins is in the last analysis an 
economic problem, though it was necessary in this diapter first to 
decide what human en£ economic pioc^uics should serve In 
particular I had to dear the ground of the argument that freedom 
depends upon economic individualism, for the greatest mental 
barrier to economic progress in America is the fear tliat any eco- 
nomic controls will mean a loss of freedom Now I am ready to 
go ahead with my exploration of the economic problem proper 
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M y explorabon of economic theory has necessarily been an 
unorthodox one Instead of the academic approach, which 
IS always likely to build theory as a justification of fiie 
status qvo, and explains depressions and other difficulties as vana- 
tions from ''normal" due to outside interferences, I came to eco 
nomics with little textbook background, but with a conviction that 
the present economic system was incapable of producing the abun 
dance that was physically possible l^om my first acquaintance 
with the Soviet Union and depression-ndden Europe, and from 
my subsequent study of the new economic techniques in the proc 
ess of development in every country, I was convinced that the 
economic problem was essentially one of making goods and serv- 
ices availaUe in tlie “real world," and that one of the major sources 
of difEculty m the old economic procedures was that they de- 
pended for their functioning on unreal, or imaginary, or "paper" 
factors. 


The Promise of Plenty 

My concern with "real wealth”— and "abundance"— went hack, 
after all, to the background I described in Part I Brought up in 
an abundant household where there was always enough of every- 
thing, educated in the Utopian surroundings of a private school 
and a munificently endowed university, brought into contact with 
economic realities at a time when the “capitalist” part of the 
world was suffering from "overproduction" and the “socialisf * part 
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was bending every effort to increase the budget of goods and serv- 
ices made avadable—it was natural for me to Uuust monetary prob 
lems impatiently aside 

Shortly after my return to this country in 1032 the "tecli- 
nocracy” craze swqjt the country I saw Howard Scott*s fabulous 
charts The graphs of electric power installations, the engineering 
rigmarole of ‘Tjalanced load factors,” talk of "ergs” and “produc- 
tive capacity” and the floods of goods with which technicians 
could smother the country, all confirmed my growing conviction 
that, given efficient engineering of the whole productive process, 
abundance for oil was near at hand In my own brief factory e\ 
penence 1 had seen the wonders of automatic maclimeiy, and had 
sensed both their promise of plenty and their menace of techno- 
logical unemployment 

The daily news lent further support to this emphasis on goods 
There was talk of plowing under cotton, burning wheat, and 
shortly of slaughtenng little pigs, all because an incredibly rich 
country had "too much,” while its cihzens went without 

From this point of view the monetary and banking systems were 
relics of an age of witchcraft, cluttering up a "power age ” Bassett 
Jones showed, in a widely discussed little book, how the curve of 
increase of productivity could not possibly keep pace with the 
curve of compound interest which it was supposed to maintain 
The "technocrats” pointed to the mounting load of debt as the 
major cause of the breakdown of a marvelous productive machine 
The three hundred billion dollar debt burden would soon bring 
about the “collapse” of the *J;)nce system ” Then the engineers 
would take diarge And soon they would be turning out an incred- 
ible flow of Yfealth— the equmlent of twenty thonsAwd ddlUts a 
year in goods and services (whether tins was per individual or per ^ 
family was never quite clear), according to Howard Scott 

The discrediting of Scott led to a split and later disintegration 
of the “movement" that had grown up The public's daydream 
was shattered by newspapers suddenly fearful 01 tlie implications 
of this new &d, though the dream of plenty once ghmpsra refused 
enbrdy to fade, ('Thirty dollars every 'Thursday” was only its 
latest version ) One of the rocks on winch "technocracy" split 
was the measurement of productive capacity Howard Scott's blue- 
prints of the future turned out to be lar^y imaginary, and liis 
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promised annual income meaningless The sounder elements in 
the 50 called Continental Committee on Technocracy, under 
Harold Loeb's leadership, were able with a grant of CWA funds 
to carry through a competent statistical survey It made several 
important discoveries * 

Productive capacity, particularly m processing plants (such as 
flour mills, for instance), is so far beyond any possibility of full 
utilization that the only way to measure what our economic ie> 
sources are capable of producing is to start with an inquiry into 
consumer need how much flour sJiould we produce fully to meet 
the need? Actually we now eat more bread than dieticians would 
say IS good for ns A perfect national “budget” would probably 
include less bread and more dairy products Our fields and farms 
are ample for handling any increased demand if the whole popula- 
tion were placed on a “liberal diet" Thus, the income of the 
country could not be multiplied by ten or twenty, as the wilder 
“tcdinocrats” had said, because in the case of food we could not 
consume any but a slight increase in quantity (though we could 
cat a more healthy diet) The survey also measured possible con- 
sumption of clothes and other products, working back and forth 
between measurable consumer need and such limited factors as 
raw materials and labor It drew a blueprint of the flow of certain 
desired goods from source to consumer, as an engmeei-dictatoi 
might It set a standard family budget, translated it into a national 
budget, and found that our plant was more than adequate to fill 
it Only m one case was our plant inadequato—it would take ten 
years of concentrated effort to build adequate housing By that 
time we would have achieved what Stuart Chase was calling the 
"economy of abundance ” 

The dollar equivalent of the Loeb budget was disappointing to 
me and other enthusiasts— $4,370 (of the 1929 general pnee level) 
pet family per year But this was to be compared with the 1929 
median family income of $1,700 Only 10 per cent of the popula- 
tion had been en)oying the Loeb standard in that year of pros- 
perity Moreover, this standard was a minimum If the determined 

• TTie results were published m two volumes, The iteport of the Nationai 
Survey of Potential Product Capacity and Tlie Chart of Plenty They are sum 
maiized in Mordecal Ezckiers $2,500 a Year and in John ^ch^a Theory 
and Practice of Soctabsai, as well as in HaroM LoeVs Produetzon Par Uk 
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quantity were to "be consumed at all it could not be inaldistributcd 
As Loeb put it, “You cannot iiialdistributc abundance “ No one 
can sleep in more than one bed at a time, or consume more than 
a certain quota of nulk The appurtenances of opulent living at 
higlier income levels, as I had personally known them, came from 
domestic servants, servants cannot be measured in cngiiicciing 
terms like goods, though the amenities and the civili7cd arts of 
living which m the past they have made possible could be mercas 
ingly made universal by the extension of "social services/’ even if 
"domestic servants” became obsolete under conditions of universal 
abundance * 

How was the budget to be distributed? To say oui plant could 
turn out plenty of goods and services for all consumer needs was 
not a sufficient answer to the problem 1 was probing Tlie Contt 
ncntal Committee with which I became associated, issued some 
pamphlets with solutions which seem to me as searching and orig- 
inal as any of this period, though now somewhat outdated To 
assure the distnhution of the “budget," said the P/nn of F/cnty, 
it was only necessary to issue tickets in exact equivalence to the 

* I have long found the dutincthm between goods and sovices a little 
confusing Any estimate of total national income, present or potential, must, 
of course, include services as wdl as goods For on the mon^ side, evidently, 
tlie income of doctors^ barbers, tcarticrs and janitors is part of tlie total mono 
lary income, and the services tliey ^fonn are part of the total "production” 
of the country The produchon of goods and the ^'fuoduchon” of services 
both require labor, but in other respects there are important differences it is 
possible to produce more goods than can be sold, but not sennocs, foe they 
are used as performed th^ can be no “oveiproduchon" of haiicub or den 
tal filling Yet there can be unused "opacity’ in the sense of idle or made 
quntely occupied barbers and denbsts The Loeb Survey found that even with 
the production of goods at tlie abundance budget, the labor force would still 
be adequate to supply the necessary services at a gireatly expanded rate we 
have enough doctors, for instance, to meet the nabon^s full^t health needs 
if fully occupied, tliough tlicre would have to be an increased number of pro- 
^sional workers trained for some other fields, like adult education This m 
tercsting unplication, tltcn, Cdn be dmivn horn the Loeb Sunxiy with tlie ful 
filhng of the "goods" budget by increasingly automatic maclnncry, more and 
more workers will be made available for "services”, while our capamty to con 
sume goods js in jnany fields limited, our capacity to consume services is al- 
most unlimit^, hence tlie increase in standards of living beyond the $4,370 
pet year levd will depend more on the multiplication of services than of goods 
All of us might eventi^ly get as much "sennoc" as the miHiomute does todayl 
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ulbmate products Tlie goods could be priced in any arbitrary unit 
—current dollar prices would do (Scott's "ergs” were rejected as a 
needless complication) If every ticket issued against goods were 
canceled when the goods were purchased there could be none of 
the evils of the "price” or market "system"— no overproduction or 
underconsumption, no hoarding, no maladjustments of supply and 
demand Build the economic system like a tlieater, with a known 
capacity to meet a known demand, then issue tickets for eadi 
place for each performance, and there would always be an exact 
equivalence of production and need 

A helpful concept emphasized by the "technocrats” was the dis 
tmction between real wealth and token wealth By the use of 
simple scientific measurements and engineering procedures real 
wealth in goods and services could be produced in abundance 
The existing productive plant which the "capitalist system” had 
built for us was ample But along with it went an archaic system 
of token wealth— money— unsuited to the real distributive function 
to be performed The obvious answer seemed to be to throw our 
exishng monetary system on the scrap heap— debts, currency, cer- 
tificates of ownership, and the like— and devise a simple worlnble 
alternative on the analogy of theater tickets 

Another hdpful concept was that of "nonproduction ” Vehlen, 
the spiritual father of the "technocrats," had called it "sabotage " 
Fnvatc business, unable to market its potential products in tlie 
price system, only produced what it could sell It ran its plant 
at a fracbon of capacity According to the National Survey of 
Potential Product Capacity our nabonal plant turned out 94 bil- 
lion dollars' worth of goods and services in 1929 as against a poten 
bal budget of xjj billion in that peak of prosperity, then, "non- 
production" amounted to 41 billion In the depression years since, 
the total wealth "nonproduced'* has amounted to hundreds of 
billions 

The Brookings Survey of productive capacity lent greater weight 
to the picture of horrendous waste, though its figures were more 
conservative Using a different method of measurement, predicated 
on the conbnuance of existing procedures (a "business" rather 
tlian an "engmeenng” survey) and the maintenance of CTigbn g 
rates of capital construction, it found a 20 per cent unused capacity 
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m 1929, about half as much as the Loeb Survey, but striking 
enoiigli nonetheless 

My own hunch was tliat even the Loeb Survey was ovci*con- 
seivative If one considered the additional wastes, as Stuart Cliase 
had done— the production of “illth," of useless shoddy products 
forced on tlie maiket by advertising pressure, the wastes of dupli- 
cation and competitive salesmanship and lack of planning, as well 
as unnecessary cross-hauling of people and materials— and if one 
added all this to die sum of "nonproduction" as it sliould be 
added, then the margin between wliat Americans enjoyed and 
what they could enjoy became staggenng 
Yet one hardly needed to look so far afield for “nonproduction ” 
Tlie army of the unemployed grew during those years after 1929 
from three to fifteen million men and women— wanting to pro- 
duce wealth, wanting to consume it, denied both Wiatevcr 
miglit be the subtler forms of “nonproduction" in time of “pros- 
perity,” it was as glanng as daylight in time of depression 
I was aware, with many a fcIlow-Amencan (though in my case 
with no physical suffering), of the great and challenging absurdity 
of our times— “want in the midst of plenty " 

Unlike most of my fellow-Amencans 1 waited hopefully, not /or 
the return of prospenty, but for the final “collapse of the system ” 
It seemed that it must come I lectured about it The discrepancy 
between what was and what might be was too great Tlie debt 
burden and all its interferences with the productive tystem were 
cumulative maladjustments whidi would inexorably lead to the 
final crash I waited with bated breath Meanwhile the recovery 
of tlie years 1933-37 became a statistical fact not to he blinked I 
was puzzled Along with my fellow-mdicals, Marxist and non- 
Manust, I persuaded myself that this was a false recovery, and 
that the final crash was only a little postponed 
It seemed important to devise methods of transition that could 
hasten the change and ease its pams I woriaed out a “Plan of 
Transition” modeled on Bellamy's books and on Upton Sinclair's 
“Epic Plan” It proposed to take the nation's “noiiproducers," 
the unemployed, and put them to work on the nation's unused 
capacity, so that they might produce for their own use, using the 
ticket method of distributing purchasing power Here would be 
the new system m miniature, a closed system working within the 
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old and gradually taking over its functions, a co operative com- 
monwealth growing to maturity while the old system died 

It was a good sdieme But little attention was paid to it The 
world is not much affected by social blueprints except when dema- 
gogues make use of them The idea of replacing the "pnce sys- 
tem” with another "system” cut out of whole doth hardly con- 
forms to the ejcigencies of the real world I found I would have to 
push my inquiry farther 

Yet there was no doubt in my mind about the validity of what 
1 liad so far learned Modem tedinology does contain die promise 
of “plenty for all ” Some 6aw does lead to nonproduction, to say 
nothing of cydical depressions A fatal discrepancy does exist be- 
tween real wealth and token wealth, for purdiasing power is quite 
inadequate to buy the wealth that our productive mechanism is 
capable of turning out But why? 

Abolish the Market? 

Having begun my economic analysis from the point of view of 
goods in the real world, 1 thought of the goal as “production for 
use”^directed by some super-planning board of engineeis to meet 
the ohwous needs of all the people “Production for use” was to 
be contrasted with what? with production for profit, as the Marx- 
ists said? But I had already discarded the Marxist inteipretahon, 
and, as I rdated earlier, it seemed to me dearer to contrast pro 
duction for use with production for sale, with production for the 
market 

In what way was the market— the price system— at fault? The 
machines were capable of turning out plenty of everything But 
instead of obeying a super-planner's orders geared to need, tliey 
ob^ed the fitiul and oWiously inadequate demands of ^e con- 
sumer's market Only as much was produced as could be sold at 
certain pnces in the market Purchasing poiver was the resultant 
of a thousand liaphazaid acadents, ansing in the banking system, 
the stock market, psychology, the general pnce level, the for- 
tuitous operation of the capital go^s industries These forces 
interacted in a wholly unpredictable fashion The purchasing 
power that emerged bore no necessary rdation to the goods and 
services that could be made available or that people needed, 



GOODS AND PURCHASING POWER 


323 

I came to the conclusion that it was necessary to do away with 
the market Tlie market was a place for buying and selling 1 had 
a prejudice against the process of selling anyway Tlierc seemed to 
me nothing more degrading and corrupting than most salesman 
ship as I had found in my brief experience as n salesman, you 
must puff up your own wares, often without any regard to your 
real opinion of them, you must try to get as much from your vic- 
tim as possible and give as little as possible m return, salcsinnnslup 
seemed to me the antithesis of the Christian cthic, family or group 
or community spirit, in its final form of modern adveitising, 
wheiher on billboards or in magazines or over the radio, it rqire- 
resented the ultimate triumph of vulgarity If selling on the mar- 
ket could be done away wiidi, life could bake on a new beauty and 
nobility 

And if there was really plenty for all, why keep the market? 
Tlie only excuse for the market was ns a means of distributing 
scarce goods If goods were abundant instead of scarce, why was 
the market necessary? A cit/s water system designed to meet the 
needs of all its citizens in the fullest measure does not tiy to sell 
its water to the highest bidder Perhaps the secret of the break- 
down of tlie “capitalist system” lay precisely there puces tended 
to ^1 to zero under conditions of abundance, threatening to bank- 
rupt every business 

In calling for the abolition of the market and of money, except 
in Uie form of tickets 01 tokens corresponding to real wealth 
avaQable, I was unconsciously following much early socialist think- 
ing Thou^ I did not take up the idea of “labor certificates,” I 
was retracing much the same ground as the first Soviet planners 

One of the errors I made was in assuming that abundance was 
already a fact, or that it was an absolute abundance The fact that 
goods and services can be made available to the limits of human 
wants does not mean that they are like the fruits m the fabulous 
isle, whicli drop into the mouths of the reclining natives at meal 
time They all require some expenditure of effort or labor And 
since the natural incentives to labor--pIcasure In exercise, joy in 
creation, satisfaction in mental activity, ambition, emulation—fall 
far short of the effort needed to produce the desired abundance, 
the effect is the same as if die goods were naturally scarce. More- 
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over, certBin raw materials, like timber and oil, are absolutely 
scarce 

We are in fact a long wdy from conditions of absolute abun- 
dance It IS quite conceivable, indeed, that a day will come, as 
visualized by William Monis in News from Nowhere, when the 
amount of labor required is less than the amount people find 
pleasure in performing, and then all goods can be as free as air 
Some such idea seems also to be back of the Marxists' concept of 
pure “communism ” But because of the shortage of voluntary la- 
bor in relation to needed labor, and the shortage of certain raw 
materials, all goods and services still tend to be relatively scarce 

The market is a natural automatic device for rationing anything 
scarce. A hungiy pack of animals, finding a single small carcass, 
will fight for the pieces, and the stronger will get the larger share 
Human societies have often developed authoritarian systems where 
a leader, exercising discipline, will ration scarce food in orderly 
hisliion, this method is still used in armies, and is likely to be in- 
voked in any emergency when the market breaks down But the 
automatic mechanism of a pnce or market system, operating 
through money, provides a method of rationing without either 
bloodshed or surrender of freedom It may permit inequitable re- 
sults, but as a method it is certainly preferable to authoritarian 
labonmg 

So I had to give up my first simple approach Potential plenty 
does not make the “pnoe system" obsolete I liad to find out more 
of its workings before I could predict its “collapse " Apparently it 
had greater organic vitality than I realized Moreover, I had fist 
been discovering that die Soviet Union was restoring the market 
And I came upon the classic debates on socialist economics, which 
ended with a leassertion of the market. On the one hand the 
Austrian economists, von Mises, Hayek, and their ex-Russian ally, 
Biub^s, were arguing that socialism made economic calculation 
impossible by abolishing the market mechanism or price system 
The new school of "market socialists,” on the other hand, includ- 
ing Taylor, Lange, landaucr, Lerner, Heimann, and a growing 
number of othera, were demonstrating that die market meclianism 
could and should be used in a planned economy * 

* socialism** is discussed below, pages 365 36^ 
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llie "price system" or "market nicclianisni" is an automatic 
device by wliidi the supply and demand of scarce goods arc 
equated at a price It necessarily involves a system of money, for, 
except in conditions of primitive barter, demand means buyers 
coming into the market vinth purchasing power in their pOCKcts 
in the form of money 

Wliy is purcliasing power inadequate? I was hrouglit back to the 
monetary approach of virtually every economist, reformer and ama* 
teur thinker Tliougli 1 had always had enough money in my 
pocket for my wants, most people have not To them the econo 
mic problem is one of getting enough money 

Maldistribution? 

The first explanation occumng to the poor man is that he is 
poor because someone else 1 $ rich Sonietlnng must be wrong with 
tlie system by whicli money is distributed, for he has not ciiougli 
and others have too much 

I had started from the other end something is wrong with the 
productive system, because obviously not enough is produced 
Perhaps I was biased because I did not like to tliink tliat the fault 
lay m the fact that 1 had too much money As a matter of fact 
1 did not have too much And if I was to be leveled down to an 
average amount, corresponding to an equal division of the annual 
income, I knew 1 should not Iiave enough 1 knew that from an 
engineering point of view our resources were adequate to turn out 
a vast sufficiency of everything needful, as much for everybody as 
I had for myself I knew that if enou^i were produced, "maldis- 
tribution" would be as meanin^ess as at a hounbtully provided 
Thanksgiving dinner In fact the margin of productive capacity 
over consumptive capacity was so great that society could easily 
afford the continuance or a class of idle and luxurious rich if it 
chose I had a number of friends in tins class, and I ivus not 
anxious to see tliem suffer, if it ivas not necessary 1 was predis 
posed against the theory of "maldistribution,” just as most people 
who think about economics are predisposed in its favor 

Now, however, I felt bound to examine tlie theory. Fust of all 
it was necessary to see just how distribution of purchasing power 
takes place 
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Clearly there were two mam streams money income received in 
return for labor, as wages and salanes, and money income received 
in return for ownership of property I was in the latter category, 
and my conscience had long told me that something was wrong 
Was it that it was un)ust for a privileged few to be idieved of 
the necessity of working for their own living, and tlius to be sup 
ported by others? Or was it that most recipients of property in- 
come had larger incomes than fliose who earned tdieir keep? 
Clearly there miglit be injustice either way, But I was not now 
concerned with injustice, as a reformer, but with the failure of tlie 
mechanism, as an economist What was the nature of these types 
of income? 

Property income is chiefly denved from three sources, rent from 
the ownership of land and buildings, interest from die ownership 
of money lent, and pioHt from the ownership of a going enter- 
prise 

Profit in turn could, I found, be considered under various head- 
ings If It IS just tlie difleience between what the enterpriser pays 
out to others and what he receives in return for his products— that 
is, what he has left over for himself— it might be considered 
merely Ins own wages The farmer generally has so little left for 
himself that it amounts to less than a living wage And many a 
small business man finds that what is left to him as the 'Vages of 
management’^ is less than what he has to pay his hired employees 
Surdy there is no injustice there Then, too, the small enterpriser, 
whether farmer or little business man, usually invests his own sav- 
ings, and if he cannot make the normal interest on this ^’capital” 
(as has been the case with farmers, again, for the last twenty years) 
his investment is obviously a poor nsk It seemed legitimate to 
argue that part of the total profit is a compensation for risk in &ct 
the classical economist justifies profit largely as a necessary com- 
pensation for taking the nsk Yet the margin of income over outgo 
may include unexpected amounts too, larger than sufficient to in- 
duce the original nsk, this is sometimes induded under the term 
'‘windfall" profit, 

Profit is obviously a many-sided concept, even when limited to 
the enterpnser’s share But what of the profits paid out in divi- 
dends? I owned stodc in a number of corporations Was I paid for 
taking a nsk? I did not fed I had shown any particular courage 
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in buying the stock And if the stock went up in value and I sold 
It, was that a “profit" compensating me for risk? 

Much of the fruitier argument about the “profit system’* is due 
to the fact that the nrguers are using the word in diucrcnt senses 
In the tenn “profit motive" it is even u^cd to cover all mccxittve to 
sccuie money, including wages and salaries But even as an cco 
nomic term it is vague 

Marx, as we saw, used it broadly to include all propcity income 
as distinguished from labor income, since the workers produced all 
the wealth any income which went merely to owners of property 
was, he fdt, robbed from the workers, Marxists have therefore 
sought to abolish all property income, or to socialize it 

Believers in the consumers* co operative movement sought to 
return profits to the consumers, % giving them ownership of 
businesses Otlier reformers have merely wanted to limit excess 
profits, as by taxabon, b^ieving that they arc the chief cause of 
maldistnbution 

On the other hand, the followers of Henry George see another 
special Item of property income as evil rent Profit, they say, is n 
legitimate reward for risk and enterprise Even interest is justifi 
able since a man ought to be given a reward for saving But rent 
IS a return for ownership of land, which is a natural endowment, 
not created by the owner or any other man, its value arising from 
society itsdf A sin^e tax on rent alone will end tlie wrongful dis- 
tnbution of income, said George 

Still others have seen interest on money lent as a special evil, 
As “usury” it was held sinful by the Hebrew Prophets and by the 
medieval Church Wliy should the man who had money make 
an additional gam by lending it to tlie man wlio had none? 

It seemed to me that these criticisms of maldistribution sprang 
from etlncal considerations rather than economic considerations, 
Tliere is something indecent about the spectacle of Dives, the 
idler, feasting m luxury while Lazarus, who does the world’s ivork, 
picks up the crumbs There is something profoundly hideous, to 
me as to any imaginative person, in the contrast or slum hovels 
and palace towers as they are juxtaposed m our big cities In 1932 
the spectacle of men, women and children scavenging on garbage 
dumps and living m cardboard and tm “Hoovervilles/* while a 
favored few enjoyed yachts and Rolls-Royces, brought public opin- 
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ion to tlie breaking point a whole set of new institutions began 
to be developed as the social conscience became aroused 

But maldistnbubon, however offensive, could not m itself ex- 
plain what was wiong with the economic system, Tlie world had 
always seen extremes of wealth and poverty To give everebody 
an equal income was no way out It has always been easy mi de- 
fenders of the status quo to say that if you divided everything up 
equally you would only succeed in making everybody poor, and 
human nature being what it is, ndies and poverty would soon re- 
turn, unless a ngid dictatorship were maintained 

Moreover, it has always been easy for capitalist economists to 
argue against those who would do away with property income on 
the ground that it resulted m a shortage of purdiasing povrer. 
Property income, they could demonstrate, is spent as well as labor 
income whether spent on luxuries or invested in new capital 
goods it returns at once to circulation as part of the general spend- 
ing stream In addition, it is an essential part of the automatic 
mechanism of the market It regulates the pioporhon of savings 
to consumption, for the greater part of savings comes from the 
large incomes derived from property if it were not for the wealthy, 
says the apologist for inequali^, there would be no adequate sav- 
ing, for the poor consume all their income, and the failure to save 
would lead to the stagnation if not rapid impoverishment of the 
community 

At tins point, however, I knew tliat the apologists were out of 
bounds. It IS possible for society as a whole to save, as the Soviet 
regime has demonstrated by saving and investing m new capital 
goods at a more rapid rate than ever achieved under capitalism 
Theoretically, an absolute dictator could decree that half the labor 
force shall he engaged 111 capital construction and only half in con- 
sumer goods production, thus compelling a ^‘savingf^ of half the 
nahonal income 

In addition, as I found before long, it is possible for savings to 
be too large for profitable investment This is in fact the one eco 
nomic objection to the maldistribution of mcome with too many 
large incomes denved from property, the automatic regulators of 
savings and investment may break down, and the whole commu- 
nity suffer But that had not been a serious factor until 1929 
Wliat had created the new condibons? 
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However, before continuing that line of inquiry, niy pursuit of 
the elusive concept of inadequate puicliasnig power brought me 
up against another current theory 

Too Little Money? 

When a wheat farmer sells liis crop and discovers he cannot get 
as much money for it as he spent in producing it, he ]umps cosily 
to the conclusion that there is not enough money He may blame 
the gram "speculators" or the haiilj! or Wall Street, the acciimula 
tion of vast hoards of money anywhere will dinnnisli the supply for 
the rest of the community The fanner calls for more and 
"cheaper" money, "cheaper'^ money being money he can "buy" 
more cheaply with Ins gram— in other wo^s, higher prices for his 
gram Tlie gram belt has been the center of agitation for paper 
money inflation since the days of the "Greenbackets" after the 
Civil War 

Here again the apologists for the status quo have several quick 
comebacks Currency is involved in only a small proportion of 
purchases and sales, credit mon^ or '‘check-hook” money being 
much more generally used as a medium of exchange Moreover, 
the quantity of money outstanding is only one side of the prob- 
lem vdocity IS equally important If one conceives of purcliasing 
power as “flowing” or “circulating,” then the velocity or turnover 
of a dollar bill is ]ust as important as the number of dollar hills, 
and merdy to increase the number may have no effect, for it may 
reduce the vdocity in proportion On the otlier hand, if it causes 
a fear of further inflation it may so increase the veloaty that prices 
will sky rocket, and a “runaway* inflation may ensue 

A more accurate way to conceive the process than as a “flow** 
with a “veloaty,** especially with a system of credit money, is as a 
senes of fiansactjons m a systan of commercial credit each of 
these transactions calls forth its own "money *’ There cannot then 
be any shortage of “money ** There is always just enough money 
to complete every transaction if more is interjected into tlie sys- 
tem this too may cither he idle or it may result in a general pnee 
rise, from which no one will benefit except the speculator, and 
speculation may soon push the rise in prices out of control 

Wlien this argument is put, the aude inflationist or amateur 
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economist is dnven into a coiner Yet his often irrational hundi 
that what is needed is more money, may not be as far wrong as 
appears Scary talk about inflation is today almost always a bogey- 
man to frighten those who would upset the status quo Yet radi 
cals, too, have been ^ilty of this kind of talk, 

At the same time ue radicals have tlieir own reasons for believ- 
ing there is not enough money They consider crises and depres- 
sions inevitable Peni^ically more goods are produced than there 
IS mon^ with which to buy them Wlien business becomes gen- 
erally aware that this has happened, industries halt or slow down 
production, men are unemployed, purchasing power is still further 
decreased, and we go skidding down the toboggan slide into a de- 
pression Most Marxist thought, as 1 have emphasized, has con- 
centrated on this theory of glut, linking it to the apparent fact 
that profit and property income tend to pile up wealth in the 
hands of the rich while taking it away from the poor 

As we saw, Marx did not reconcile this ajmarent discr^ncy 
betweeen goods and purchasing power with the classic doctrine, 
first enunciated by Say, and caiemlly explained by Marx himsdf, 
that Ihe right amount of money is always available to arculate 
commodities In whatever form payments are made during the pro- 
duction of goods, whether a$ wages, rent, interest or profits, they 
do not leave the economic system they necessarily find their way 
into somebody’s hands, and m any period of time their total equals 
the total prices of all the goods produced As it is sometimes put 
supply creates its own demand According to this law purchasing 
power must necessanly equal the goods and services available, for 
they are different aspects of the same thing the producers and 
the consumers are the same people, and the total income they 
receive represents the total payments made m producing the goods 
In a devdoped credit system, as I mentioned a moment ago, this 
balance is racilitated by the fact that each transaction can create 
its own money. 

The debate between the orthodox economists and the unortho- 
dox who insist there is a shortage of purchasing power has been a 
fascinating one, with the orthodox economists until recently con- 
sistently winning the theoretical argument, and the unorthodox 
consistently coming back to the facts of the real world— “poveiiy 
in midst of potential plenty.” 
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Tlie Douglas Socml Credit theory is one o£ the most popular 
current versions of the theory of a Inch of purclinsing power 
Using a mysterious and vague "A plus B theorem,” the ndvocnlcs 
of Social Credit claim that only part of the cost of an article— the 
“A" part— goes to consumers as labor or property income, and that 
the rest, ”B,” goes to other enterprises (as for the purchase of 
raw materials) and is therefore not available as consumer purchas 
ing power Major Dou^as and his followers argue that the ”B” 
part must he made up by the government in some way, if pur- 
chasing power is to be adequate to balance the gpods produced 
Actually no discrepancy exists, for the “B” payments become avail- 
able for purchasing when they too land up eventually in sonic 
consumers pocket— the employee of a capital goods plant, for 
instance 

Other vanaiits of the underconsumption theory are Foster and 
Catdiings' profits-lag explanation, and the oversaving argument 
of John A Hobson 

It 15 hardly possible for the layman to thread his way tliiough 
all tiiese theories and their answers Unfortunately the layman is 
likely to find one which fits his peculiar bent, and he is likely 
thereupon to become an addict of a sectarian little faith, which is 
not so much an mcoirect explanation of facts as a very limited and 
partial explanation of an extremely complex whole * 

Starting with a natural prejudice against any purely monetary 
explanation of economic failure, 1 was not inclined to adopt any 
of these theones. Yet it was dear that, in spite of the ortliodox 
defenders, there are two ways m which purchasing power may in- 
deed be inadequate 

* In tliu field as in the roltbcal and aocial Geld generally I have often 
been hefikd by the plausibility of eppaiently coutiadictoiy inteipietations 
When I was in Russia, for instance, and ever suicc, 1 have heard people whose 
mt^i^ I trusted desmbe the Soviet system eith^ as a glorious liberation or 
os utter slavew, and proceed to cite plenty of evidence for their contention 
I haw lamed that m such cases usually both am ught, but because each in 
terprets his paibal picture as applicable to the whole it is biased and inaocu 
rate Likewise I have found so much trutli in almost evay economic theory 
I have read, that I have come to take the position increasingly that they are 
all correct— so for as th^ go Our economic system is large enougl) and com 
pin enough to lend justice to almost eveiy explanation, only condemning 
their common foiling, that of oveisimpliGcahon 



man’s estate 


332 

In the first place, there is undoubtedly a recurrent tendency for 
gluts to occur—that 25, a shortage of purchasing power in the face 
of goods and services actually offered for sale at a particular tune 
Tins *'overproducbon” or "underconsumption” appears when the 
equilibrium assumed W orthodox theory is upset But I came to 
the conclusion, whudi I sliall elaborate m a moment, that tliere are 
innumerable forces which may upset that equilibnum A glut is 
most apparent at the beginning or a depression, but more as effect 
than cause, for a depression is merely the cumulative effect of 
many possible disequilibria. 

But even in 1929, before the Great Depression, as I mentioned 
above, vre were ‘^nonproducang" a vast amount of wealth, There is 
a second kind of shortage of money. The trouble with our eco 
nomic ^stem is not merely that it has dqiressions, but that even 
in times of prosperity it leaves millions unnecessarily unemployed 
and die whole or society poorer than it should he in other words, 
there is a chrome shortage of purchasing power, not in relation to 
actual production, but in relation to potential production K^nes’s 
great contribution to economic thought is nis discovery of the 
tendencies which lead to what now appears to be a permanent 
equilibrium far short of full employment 

The way these tendencies oii^nate might be put m oveisimpli 
fied everyday language (as contrasted with Mr Keynes's oveicom- 
plex one-man-specialist's language] by saying that savings tend to 
get ahead of investment It is all right from an economic point of 
view for a rich man to receive a large income from property so 
long as he either spends it on Im own extravagances or invests it 
But if savings tend to outstrip the opportunities for profitable in- 
vestment, then they represent what amount to hoardings, 01 with- 
drawals from purchasing power 

Orthodox economic theory on savings and investment runs 
along some such line of reasoning as this When you receive a pay 
or dividend check or other form of income you can either 
spend the money on immediate consumption or save it But you 
will not (unless you are one of a n^hgible number of misers) 
hoard the money permanently in a sock or strong-box You will 
invest it Investment means ihe building of new productive ma- 
chinery— capital construction, means of production— to make pos- 
sible increased produchon, which will enable you to earn a profit 
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on youf investment You muy of course merely buy a security^ and 
if it IS an outstanding secunty-'One listed on the Stock Exchange, 
for instance— you yourself do not make a true investment But 
somewhere along the line, in the broker's office, 01 m the hands 
of some recipient of the money you saved and spent on the sccur- 
ity, there will be a new investment your money, instead of liavmg 
been spent on consumption good^ has been 5 p»it on capital 
goods Obviously it returns eventually to the spending stream 
There is no shoitage of money because you “saved" yours instead 
of "spending" it * 

But suppose tliat when you save there does not happen to be 
some enterpriser ready to build a new factory, or otherwise immo* 
ately prepared to make use of your money for new capital con^ 
stnicbon? Suppose in cilcct that savings tend to outstnp invest- 
ment? Will this not mean that money lies idle for a time, if not 
in a strong-box then in a bank balance? And will this not mean 
that somewhere there are goods on store shelves for which there is 
no corresponding putdiasing power? 

The orthodox economist would of course grant tliat there may 
be a time lag between saving and investment, thougli under "nor- 
mal" circumstances there would be a constant piling up of savings 
m the banks and a constant flow into new investment, with no 
serious gap If saving tends to outstnp investment then the in- 

* I ImvG much balSed horn tunc to time by the confusion of vanous 
words m this held savings, investment, capital, capital goods, capital con 
stniction, means of production, durable goods, semldurabls goods \Vhat, for 
instance, is steel maniifRCture? Some of tlie steel goes into consumer goods, 
like hardware Some into semidtuabie goods hke automobiles Seine into 
durable goods hkc houses Some mto new capital plant like a totory But 
wlut about an apartment house, or a liotd? Are they capital, means oi pro 
duction, or durable consumer goods? Obviously no strict definitions are pos- 
sible The produchve process must be tboii^t of as a continuous process of 
building factoiiGs and machines, extracting raw matennls, pTOoessmg them, 
turning out all kinds of goods, some of which may lie immeduitely consumed, 
others used for further pioducbon, others consumed slowly by a process of 
ivear and teat 

In any case mon^ is laid out in the various stages of the produchve proc 
ess, whether hecansc of long term investment or of short term loans, and 
always finds its way back Into the pockets of consumers And the total prices 
of afl tlie goods turned out should, in the long run, balance the total incomes 
paid out 
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teresl rate will drop, at the lower rate new opportunities for profit- 
able investment will appear and the unbalance will be rectified. 
If the unbalance has gone so far as to cause unemployment, other 
automatic tendencies will come into play The existence of large 
numbers of unemployed will depress wages, until there is an in- 
ducement for enterprisers to employ all the workers once more, m 
building new factories and expanding capital plant, and thus in- 
vestment will once more come into balance with saving It is nat- 
ural, therefore, for orthodox economists to object to trade union- 
ism, minimum wage laws, work relief, and similar interferences 
with the automatic mechanism which keep wages from falling far 
enough to make new investment once more profitable In the 
same way, if the orthodox economist is logical, he must argue 
against any such measures as Hoover took to prevent "deflation" 
of the capital structure by bankruptcies and reorganizations, for 
this opens new opportunities for investment and thus provides 
another method of getting savings and investment back into 
balance 

Yet the fact is that none of these adjustments may work The 
interest rate may not come down sufficiently Wages and capital 
structures are aitihcially held up A depression once started may 
go to disastrous lengths before recovery sets in Tliere may in fact 
develop a condition of permanent undennvestment. In any case 
there seems to be a tendency for purchasing power to lag, because 
savings are "hoarded" rather than invested 

Because of the cunous nature of modem check-book money this 
queshon of "hoardings^* is an extremely difficult one, and econo 
mists may come to diSerent conclusions depending on tlieir defini- 
tions Even the same economist, like Keynes, may first say that 
savings tend to get ahead of investments, and then, by defining 
the two words savings and investment to mean the same thing, he 
will reach another type of conclusion From an accounting point 
of view saving are always balanced against new assets somevmere, 
and thus may be called investments, even though the assets are 
meid.y m the form of unsold goods on some shop’s shelves * Ger- 

* A good deal of saving today is done ooiporaHons In their case any 
funds accumulated as reserves or suikine funds are entered botli as assets 
and linbilihes, so that the saving might he thought of as taking the fbnn of 
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tninly if one thinlcs of "hoardings” in concrete tenns as a pile of 
coins in a strOng-box, it is easy to conceive of them as being "with- 
drawn from circnlation ’* But "idle bank balances" are mciely 
bookkeepers’ entries They may even be changing title rapidly, if 
there is a wave of ^mbhng, or of speculation on the Stock Ex- 
change then many^'idle” bank balances will be shuttled back and 
forth between speculators and brokers, and if prices are being bid 
upwards more and more money may be absorbed 

Then, too, it may he argued that no real “hoarding” takes place, 
because the banks in which the "idle deposits” he are constantly 
making loans and investments, and the only question may be of a 
difference m rate between the appearance of deposits arising from 
savings and deposits arising from loans "Hoarding” then becomes 
merely a question of “velocity " 

Wliatever the terminolow used to explain the phenomenon, 
there is no doubt that the effect of oversaving by the rich in rela- 
tion to the possibilities of profitable investment is as if there were 
a shortage of purchasing power due to "hoarding" at the top Tins 
"as if’ shortage takes two forms, one cyclic, the other chronic Tlie 
cyclic form is our old friend "depression" at some point when the 
credit structure seems overexpanded "confidence” rails, the savings 
of the wealthy have been accumulating but new investment slows 
down, the capital goods industnes operate at a fraction of capacity, 
the consumer goods industries then slack off, too, and of course 
unemployment snowballs up Hie other form of shortage is a 
latter day tendency of capitalism, which involves chronic unem- 
ployment It has been best explained by Keynes, as we shall sec in 
the next chapter 

Before going on, however, I should mention one further prob- 
lem as TC^irds a possible shortage of money Will not an ei^and- 
ing economy outstrip its money supply? 

We may grant that in any penod of time there should be an 
amount or purchasing power coming into the market from wages, 
rent, interest, and profits paid to individuals as a result of current 
and past productive activities, exactly equal to the total pnees of 
all the goods and services currently offered on the market (for the 

an investment m cash, though the "cash" is merely a bank deposit In any 
cose the “liQ^ify preference* (to use Keynes’s term) of big coiporahons u 
one of the (mief causes of a shortage of purchasing power 
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pnces nre fixed at the point where the cost or supply curve crosses 
the demand curve^ to use a modern intellectual device) Neverthe- 
less, a growing economy will require a constantly growing money 
supply 

Tlie classical economists (including Marx) measured very ac- 
curately the amount of money that would always be needed The 
demands of a growing population and increasing productivity 
would, bdieved, automatically bring out the necessaiy 
amount of additional money by spurring the produchon of gold, 
which, in their opinion, gave value to money, Actually the supply 
of gold was fitful, growing by spurts as new gold fields were dis 
covered In between spurts, prices tended to ^1 and thus restore 
the balance between goods and purcliasing power. What was far 
more important, new credit devices were invented to permit a 
given amount of gold to support more money Tliere were few 
real shortages of mon^ 

In recent years it is being discovered that the value of paper 
money and credit money can be maintained, regardless of whether 
there are fourteen billion dollars of useless metal stored in a Fort 
Knox vault, as m the United States today, or virtually none m any 
vault, Qs m Germany But the necessity of a constant increase in 
the amount of money remains * Even if we achieved a stable full* 
production economy, with a stable population, the gradual increase 
in productivity due to invention would require either a constant 
fall in pnces, or, if prices are to be hdd steady, a constant m* 
jeebon of new money Only it is much easier to get the money 
now than when it had to he dug out of the earth 

Eqmhbijum 

A balance sheet is one of the great feats of the human imagina- 
tion I have always felt a sense of awe when 1 looked at one How 
was it possible that a business should be so well mn that its assets 
and liabilities exactly equaled each other, down to the last penny? 
Actually, of course, a balance sheet is a bookkeeping device, and a 

* Harold Loeb haa suggested that the maintenance of hi^ pnces by wide- 
spread monopoljr practices, r^rdless of increased producbvity, lims exa gg era ted 
the lag in wechve monebry demand, and thus contiibutM to chronic de- 
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surplus or deficit to balance the two columns is merely a resultant 
of many more or less arbitrary items Tlic device 1$ a convenient 
simplification undertaken for certain specific puqioscs Its magical 
effect IS, however; much the same, on a smaller scale, as tliat of 
the theories of general economic equilibrium 
Tlie real world of economics is one of hvo billion individuals, 
working, loafing, spending, keeping money in their pockets, mak> 
mg magical marks on pieces of paper There is no moment of time 
at which they all stand still to be counted Tliete is no moment 
of time at which their activities all stop so that a balance sheet can 
be drawn up'-even in one country, even in one business enter- 
prise 

An economic equilibrium, then, is not a static equilibrium, but 
an equilibrium of activities, a moving or dynamic emiilibnum 
The classical economist may try to conceive an equilibrium be- 
tween getting and spending between production and consump- 
tion, between supply and demand A perfect equilibnum, in Ins 
eyes, might be one in which the flow of purcliasing power paid 
out to individuals in the process of production, whetlier as wa^, 
interest, rent or profits, will, m a period of time, balance the fuiw 
of payments made by individuals for goods— consumer goods if 
they are spending for consumpbon, capital goods if they are saving 
and invesbng The perfect equilibrium will be one in which every- 
one is employed, and all resources are used in such a way as to 
maximize the consumer satisfactions resulting from modiiction 
But consider some of the variables wc have already mentioned, 
a growing population, increasing productivity, the prospects of 

{ >Tofit (whi^ may be governed by wholly unpredictable psycho 
omcal attitudes), the interest rate— to say nothing of the weather, 
which may gready affect farm purcliasing power In addition, re- 
member tliat money is not merely currency, which people may 
keep in their pockets a longer or shorter time between occasions 
when it passes ftom hand to hand, but checks also, which flash on 
and off in various bank balances like electric signals this means 
great variability both of "quantity” and 'Velocif)^ of money 
Tlie most important element in maintaining an equilibrium at 
full employment is, of course, investment Hunk how this com- 
plicates the balance. There must be ]ust enough saving, and it 
must find ]ust enough enterprisers starting new capital construe- 
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tion to absorb just the right number of workers Tlie interest rate, 
the prospects of profit, the number of wealthy people getting 
more income than they can spend on consumption, the rates of 
wages, the prices of consumer goods, raw materials, and capital 
goods, will all play a part In a perfect theoretical world, such as 
the economists dream of, where there is perfect flexibility to ad- 
just all these elements to each other, the market mechanism works 
wonderfully But in the real world it meets difficulties at every 
turn 

It ivould be bad enough if we were dealing with a static econ- 
omy But tlie equilibrium we arc looking for must be an equilib- 
num between rates of change as well as between all the other van- 
ables For every new investment is likely to mean increased pro- 
I duction and increased purchasing power, And some investments 
mean increased employment in new mdustnes while other invest- 
ments, as in labor-saving machinery, may mean less employment 
To be sure, if the economy reached a saturation point, where all 
liad as much as tliey wanted for the work they were willing to 
perform, and there were no new inventions, saving and investment 
would cover mere replacement of existing equipment, and the 
conditions for a static economy would have arrive So would the 
"economy of abundance ** But we are far from that point. 

I mentioned Bassett Jones's demonstration that die mere com- 
pounding of interest tends to shoot ahead of my possible expan 
Sion of productivity Actually the amount of interest jiaid has 
been a mirly stable part of the total income, simply because of 
bankruptcies, foreclosures, and the dropping of int^est rates, but 
it is clear what a strain the constant piling up of debt puts on tlie 
system It is one of the elements demanding expansion, and penal- 
izing us all when expansion is not forthcoming 

Consider the fact tliat this is a rich country, with a considerable 
number of rich people often saving far more than they can spend 
The richer a country grows the more saving there is, and it may 
become ever more difficult for new investment to keep up, and 
for equOibnum to be maintained 

What a precarious thing tliat equilibnum is may he seen from 
a glance at the last great penod of American prosperity Vast new 
mdustnes came into the picture, tlie automobile (and all its sub- 
sidiary industries like od, tires, gas stations, etc ), the radio, the 
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aiiplane Tlic counti/s wealth giew by leaps and bounds, and with 
it the incomes that the milhonaiies could not spend on consump 
tion, The Stock Exchange, Cotal Gables and other gambling 
establishments were choked with funds Fortunately the mon^ 
that was hoarded there was counterbalanced for the time being by 
new bank credit, and a certain amount kept coming back for con 
snmer goods in the guise of ''capital gams ” We lent billions of 
dollars of our savings to foreign countnes— wbidi nierdy meant 
that instead of spending the money on goods for oursdves wc 
spent it on goods for foreigners, and took their lOU's {mostly 
worthless) in return The process of getting rid of the savings 
that we were constantly making m excess of opportunities for 
legitimate and profitable investment might have gone on through 
various make-bdieve dodges indefinitely, but there conies a time 
when even capitalist mal^believc becomes too obvious 
To restore equilibrium today m America at a prospcnly level, 
eliminating all unemployment, would, if left to private mvesb 
ment alone, require alt the new industries of the twenties three or 
four times over Something more than “confidence" seems to be 
required, if savings arc not to pile up fiistcr than they can he 
absorbed* 


Where Does the Money Come From? 

So far 1 have been explaining where my search for an ex^dana- 
tion of inadequate purchasing power led me Purchasing power is 
money coming into the market Now the question lias ansen. 
Where does die money come from in the first place? 

As 1 have snaked my way through the tangled jun^c of cco- 
iiomic theory, and found others struggling m its matted under- 
brush, I have been more and more imprest by the iicctiliar dif- 
ficulties of the concept of money Its difiicultics are not limited 
to the economic ]ungle More than any other concept it has en- 
snared the politician and the voter 

Look bade once again to tlie Gieenbackers, and to the Populists 

* According to tlio Brookings Inshtution, total savings m 1929 were close 
to $20,000,000,000, of whtcn $1 5^)00,000,000 was sediiig mvestmmt m 
securities, while the issue of new securities for productive purposes (capital 
construction) amounted only to $5/900,000,000 
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of the nineties and Bryan’s ’’cross of gold” speech (three parts 
hocus pocus, one part sound hunch^» and the great 10 to 1 silver 
‘Tieresy ” Consider the noble emotions the thought of the gold 
standard can sbll arouse m old’<timcrs Consider the amount of 
heat generated since March 4, 1033, by arguments about inflation, 
Consider the magic fonnulas or devaluation and reflation. Think 
of the gi^ntic errors of judgment in the political manipulation of 
money in 1he last twenty years, the catastrophic inflations that 
took place, and the catastrophic inflations that failed to take place 
as predicted 

Coming to the consideration of economic problems from a non 
monetary approach, I have never been able to take monetary argu- 
ments altogether seriously, as 1 have said 1 liave watched violent dis- 
cussions over the gold standard and inflation and budget-balancing 
with tolerant condescension Yet for all the advantage it gave me, I 
was probably wrong Man does not live by bread alone The real 
world of materials and machines and human skills will always be 
seen through the distorting vision of human eye and brain Tlie 
make-believe world, of which money is a part, is inescapable It can 
indeed fall so out of relation to the real world as to cause terrible 
suffering But it can also ^cilitate processes and make the impos- 
sible possible 

I have already explained how I came back to a belief m the 
market, and money is essential to the market Not till the still 
rather distant day of sheer |Oy in work and universally free and 
abundant goods will mon^ disappear 

For my purposes here, no new definition of money and no new 
monetary theory are required, I shall confine mysdf to a few obser- 
vations beanng on governmental policy, which, after all, is the 
mam theme of this book 

Almost every layman has had drilled into him by this time the 
still difficult concept of how credit or check-book money can be 
"created” by a hanker Tlieie may he argument over definitions— 
whether or not the "deposit” a ranker enters to a borrower’s ac- 
count IS “mone/*— but there is no argument over the process 
Because the law requires that a banker shall not make su(h loans 
out of thin an beyond a certain point (a bookkeeping relation be- 
tween the deposit arising from loans and certain nems considered 
as "reserves”), it is still possible to maintain the fiction that the 
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banker is the owner of a scarce commodity, gold, and that he loans 
it out, getting interest as a reward (or abstaining from spending it 
on his own consumption But he does create new purchasing 
power nevertheless 

The banker serves a number of useful social functions lie pro 
vides a safe place for people to kcim their money, cither in a 
strong'box or m a deposit account He furnishes the great con- 
venience of a checking account, and does the principal bookkeep- 
ing of a complex economic system, which functions 111 most trans- 
actions bjr check lie uses his business pidgment to decide wlicn 
commercial loans are justified as good business nsks He provides 
a mechanism for the accumulation of small savings There is no 
reason to suppose that in these respects he does not do an excel- 
lent ]ob, or that any great improvements would be expected, say, 
by having the government take over these functions 
But the banker is also a credit factory for mantifactunng credit 
money Tins is a puidy mechanical process, involving mere book 
entries winch any government clerk could make as well Yet it 
gives the banker a vast power lot good or ill, usually exercised for 
neither, only for general muddlement 
In (he case of simple business loans, or short-term conimercial 
credit, it IS hard for him to abuse his power, Accept when too 
great timidity prevents his exercising it, tor such credit is created 
against the production or distnbution of actual goods But the 
banker may make loans for quite other purposes, for capital ex- 
pansion, for speculation, to finance building construction, and so 
on And if he can create money he can also destroy it, by calling 
his loans, usually just at a time when he will do most havoc. 

Actually the bankers have m times of depression done this part 
of their job, the creation of credit money, so badly tliat govern- 
ments have taken it over to an increasing extent Governments 
still pretend, however, that the bankers are doing it Perhaps they 
are afraid of hurting the hankers* feelings Perhaps they do not 
themselves understand what th^ are doing 
Thus the government prints a thousand-dollar bond, and sends 
it by registered mail to a bank that is 'buying** the bond (le, 
“lending* the government the money), the hank enters a “do- 
posif* to the govetnment*s account, the government can then 
draw checks on the bank, the bank's power to lend to others is no 
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whit reduced by its "loan” to the government, for it can always 
use the bond to increase its "cash” reserves It might seem as if 
the bank were merely carrying on its usual practice of creating 
check-book money, for which it gets its usual rake off in the shape 
of interest, but actually tlie government initiated tlie creation of 
the money by printing the bond, and there is no more reason why 
it should pay the bank interest than if it had printed currency in 
the first place If either practice is inflationary they are both infla- 
tionary If either of them is not inflationary, then neither is infla- 
tionary Tlie only difference between pnnting "fiat money” in the 
one case and printing a bond in the other, is that in the latter 
case there is an obligation to pay interest, which may or not in- 
volve difficulties, while in the former case there is none Punting 
bonds is suppos^ to exercise a restraining influence on the indefi- 
nite conhnuance of this inflationary pracbce 

Today the whole quesbon, how much purchasing power is com 
ing into the market to buy goods and services, depends on the im- 
portant decisions of banks and governments The banks are hap- 
hazard, moved by conflicting incentives, so uncorrelated that they 
may be all reducing purchasing power when it most needs to be 
expanded, and expanding it when it most needs to he reduced 
Governments, on the other hand, can act with an eye to general 
policies, long-range planning, tlie needs of the whole community 
Th^ are, as we have seen in preceding chapters, taking over more 
and more banking processes, and they Uiereby determine the 
amount of credit money Government fiscal policy is becommg 
the final determinant of economic activity. 

What then are the possibilities of maintaining equilibrium by 
government spendmg, in place of private investment? How far can 
government spending go without danger of inflation? 

* It may of course be aigued that when a bank buys a bond it la investing 
some of the Bavings deposited with it, and hence no new money is created, 
either die government or hy the bank The fact that the hank’s power to 
lend IB not necessarily reduced by the ’’loan” to the government suggests, 
however, that the effect may be the same as if new money were created The 
miracle of German rearmament and other "deficit finan c in g” indicates how 
fur tins process can go wifliout inflation, so long as private savings are not 
being otherwise mvested The problem of mflataon in tins conneebon is con 
side^ on the pa^ immediately following, and on pages 384 385 
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CovernniGiit Spending and Inflation 

Inflation— like its icspectal^le cousins, deflation and reflation— 
IS among the trickiest words in economics It usually means that 
new mon^ (currency or credit money) is being issu^ faster than 
new goods and services arc being made available on the market, 
and consequently that prices are rising 

In view of all the other difficulties of mamtainiiig equilibrium 
it IS obviously desirable to have reasonably stable prices (though 
it may be argued that a slowly rising price level may be conclucivc 
to a more optimistic prospect for profits) If for any reason con- 
sumers have more money to spend than there are goods available, 
prices will tend to nse If prices begin to use very rapidly, con 
sumers will try to get rid of money as soon as possible We may 
say its ''vdocity'* has risen, or that the rate of transactions lias 
gone up, or that “liquidity preference'' as rcganls money has sunk 
towards zero Tire process is cumulative, and if not stopped in 
time it becomes an inflation of the spectacular type If prices arc 
falling, tlie “velocity" of money falls, people hang on to it, m 
hopes of buying more cheaply later, “liquidity preference" u high 
Both the upswing and the downswing may be aggravated by specu 
lation 

A mere increase m government spending, however, need not 
bring about an inflationary use in pnees In spite of dire prophe- 
cies, the payment of the soldiers' bonus m America in 1936 liad 
no such lU effect m fact it was the greatest single factor 111 bnng- 
ing about the partial recovery that culminated at the end of that 
year. There were great reserves of productive capacity, and the in- 
crease in purchasing power merely set our productive mechanism 
to work at a hi^er rate For some years our government has been 
spending three or four billion dollars a year more than it took in, 
with apparently httle effect on the pnee level Conservahve fears 
of inflation never materialized lliete was always a sufficiency of 
goods on the market to absorb the new purdiasing power 

Let us suppose that a government decided it woidd throw cau- 
tion to the winds and spend whatever was necessary to bring pro- 
duction up to capacity, and then, when every worker was em- 
ployed, caU a halt Let us suppose further that it uses its power 
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to print money, and its power througli a controlled banking sys* 
tem to create credit money, with complete recklessness, in its en- 
thusiasm for a spending policy What will happen? Most of the 
money m a depression ridden country like ours will go to unem- 
ployed workers and impovenshed farmers, who will immediately 
spend it, and business will pick up to tahe care of the increased 
demand But what will happen to the new money? It will not be 
cancded when exchanged ror some new article called forth from 
the reserve productive capacity-^as a technocratic ticket might be 
It will enter permanently into tlie country’s money supply 
Sooner or later it will show up as some property owner’s income, 
as rent, interest or profit, and with income as unevenly distributed 
as it IS in this country, that person is likdy to have so large an 
income that he will save a lar^ part of it But private investment 
15 hardly likely to pick up so long as the process of reckless un- 
planned government spending continues— for who can have any 
“confidence” in the future? Hence there will be huge hoardings of 
idle money, and the government will find that it is pumping in 
money at one end only to have it pumped out at the other If full 
employment is approached the day is likely to come when some 
of the hoarders begin to get frightened, they will begin buying 
commodities, and once prices have started to nse, the billions of 
hoarded wealth will sucfdenly appear on the market all at once 
Runaway inflation will follow 

Let us suppose, on the other hand, that a government tned to 
get out of depression by spending only what it could get by taxa- 
tion and borrowing It is careful not to pnnt any new currency or 
to force bonds on the banks, but, if it borrows, to bonow no more 
than actual savings. If it starts from a depression levd, when sav- 
ings are few and tax sources are dried up, it may be unable to 
secure enough funds to spend on any lavish scale Rirther collapse 
may be lialted— if it does not try to balance its budget and depend 
wholly on taxation— but if there is no new money injected into 
the system it will be unable to produce prospenty It will liave a 
much heavier national debt to sliow at the end of that period, 
with no increase in the national income But there will have been 
no inflation 

Finally, let us suppose that a government applies a judicious 
mixture It finances a heavy spending program horn three sources 
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—new ciedit money (''reflation”), boiiowiiig, and taxation. If it is 
generous enougli m its spending, and recldess enongli in its ''refla- 
tion” during the initial period, production nncl consumption will 
increase, as in our first case Hut sts property income begins to 
grow, taxation will bear down on it more and more heavily, and 
the borrowings from the banks— which may at first hove amounted 
to credit inflation— will now absorb real savings Tlic danger of 
hoarding will he conespondingly less 

Tins IS substantially what Germany did to get out of the depres 
Sion, though she spent the extra money largely on armament 
rather than relief or useful public works Tlie half-hearted spend- 
ing of the preceding example might correspond roughly to the ex- 
penence of England and the United States Be it noted that there 
is little difference in immediate economic effect between financ- 
ing a spending program by taxing the wealthy and by borrowing 
their savings Enghnd tried the former method, liaving acais- 
tomed her wealthy class during die war years to heavy income 
taxes, and having a national debt already so heavy that she did not 
want to increase it In Anicnca an equally heavy taxation program 
would have further discouraged business, and there seemed no rea- 
son why we should not add to a national debt so much lighter 
than England's llie net effect in both cases lias been much the 
same— some recovery, but nothing permanent, and no complete 
absorption of the unemployed * 

Now let me look back to tlie Soviet Five Year Hans An im- 
portant difference between the Soviet Union and all other coun- 

* In spite of the cousbiit Jeremiads about inflahon, because of the extent 
to which government spending in the United States was financed by borrow 
fng rather Uian by taxation, the difference from the English procedure seems 
to amount simply to this, that our annual budget now canics a slightly hii^r 
interest charge than it did fiat because tlie interest rate has been falling die 
total interest charge has not gone up hy anything like the same proportion as 
the debt itself betiveen and 1930 the imtional debt rose w billion 
dollars while the annual interest charge rose only from 642 million to 84$ 
imlhon But the darmists cry out, think what will lin^n when the govern 
ment has to pay back the prmcipall Vet why should the government not 
continue simply to refund feadi time perhaps at a lower interest rate) as it 
has in the past? And why snould a lar^ outstanding interest beating debt be 
any more oangerous when it is owed by a government which has supreme 
financial pmvers including the power to tax, than when it is owed by private 
businesses? 
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tnes, including Germany, was that there were no recipients of prop 
eity income Hence there were no hoardings The extra money 

f iaid out beyond the limits of productive capacity did not accumu- 
ate in anyone’s bank balances, it accumulated in the pockets of 
ordinary consumers, and they lined up m queues before the empty 
shops trying to spend it There was an almost immediate inflabon- 
nry though for a while it was disguised, and Soviet apolo 
gists could point to pnces in the closed stores to prove there was 
none, but finally queues and closed stores were abolished, and 
prices found a new levd five times above their earlier levd None 
the less, the Soviet spending policy— a vast public investment 
financed in part by printing press money— absorbed all the unem- 
ployed, and resulted in the rapid expansion of the country’s pro- 
ductive capacity 

You will remember that in the Soviet Union the planners found 
it astonishingly easy to create credit— to write down in die State 
Bank so and so many billion rubles to the credit of the vanous 
industries But ^ou will also remember that the industries needed 
cash to pay their workers In the case of short-term or commercial 
credit actually issued for the production and distribution of goods 
the State Bank got its money back, but mucb short-term credit was 
diverted to cover unexpected costs or to capital construction, and 
in the case of the long-term or investment credit it soon became 
obvious dint the new industries would not be able to repay a sub- 
stantial amount, and the State Bank ceased to expect repayment 
of either interest or pnncipal When inflation was halted invest- 
ment came wholly from taxes and other state collections, and 
short-term credit was held to strict repayment, 

With this in mind, what are the limits to governmental spend- 
ing m such a countiy as America? What is there about private in- 
vestment tiiat debglits the conservative economist, while public 
investment horrifies him? 

Investment means the channeling of purchasing power to pay 
for the constmchon of capital goods These capitd goods cannot 
"pay for themselves" in the future. They are necessanly fully paid 
for as built, for the workers who build them receive dieir wages in 
cash at once If the money is secured by a bond issue, this long- 
term credit IS repayable as to principal and interest by a kind of 
tax on consumers If it is pnvate investment, say in a railroad, the 
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tax 15 a late 5omew]iat higher than operating costs If it is public 
investment, as in a hi^iway, the tax is directly Icvi^ on sSes of 
gasoline In either case the tax is a later withdrawal of purchasing 
power, and hence it cannot pay lor past construction, it can only 
pay for subsequent construction Tlie Soviet Union was starting 
virtually from scratch at the beginning of the Five Year Plans, so 
no repayments of past loans were being made to cover the present 
investment expenditures, and even when a trickle of interest 
started coming in it was only a drop in the bucket From a moiic* 
tary point of view the Soviet Union was investing more than it 
was saving, and the result was inflation It ^vas Anally able to 
achieve a I^Iance even without requiring repayment of investment 
loans, for repayment has little to do with tlic matter of balance^ 
the whole question being one of various hinds of taxation to get 
back funds m tlie present as ^st as they are paid out * 

In a capitalist system repayment of past loans with interest on 
those outstanding is meidy one of the sources winch may balance 
the total amount currently spent on investment For some years 
now these sources have produced more savings tlian the amount 
invested. If the government were to take the savings by taxation 
or bonowing and force them into investment a balance could be 
achieved Failing that, it must pump new money into the system 
to balance the hoardings withdrawn, or contemplate continually 
mounting unemployment. 

Hie word investment wlien applied to government spending is 
somewhat confusing In the case of pnvate enterprise, if a business 
man builds an Empire State Building which remains more than 
half empty, and the investors lose tlieir shirts, it may be considered 
bad business judgment, but it is none the less investment If the 
government builds a lattleship, which is never expected to pro- 
duce income, the conservative may think the term investment 
misapplied, for the battleship makes no pretense at being self- 
liquidating or mcome-pioducmg, yet the effect is much the same. 
If the government spends billions on relief, this is even less likdy 

* Hie non-iepayable govemment invesbnent be compared to t copl- 
talisfa investment In common stock he owns an * 'equity” but there is no 
obl^bon to c^ay He ntiw have borrowed the money to pay for the stodc 
ou^f thm air or he may have used hts savings In either case he looks for- 
ward to having an income producing asset 
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to be considered investment^ since no tangible asset results, though 
such spending represents an attempt to conserve our most valuable 
asset, our wording population In either case the economic effect 
IS the same as private investment the discrepancy between savings 
and investment is made up by government spending 

The term "state capitalism" has found increasing use m recent 
years It might well be used to descnbe the tendency for the state 
to assume full responsibility for the maintenance of economic 
equilibrium, by becoming the chief investor. Its preponderant in- 
fluence over the amount of currency and credit gives it the hey 
position It can inject new money into the system up to the 
point necessary to maintain full production And it can assure a 
balance between saving and investment either by issuing new 
money, as old money is hoarded, or by bringing the hoardings out, 
taxing them or borrowing them But wheilier or not the govern- 
ment IS radical or conservative, whether or not it 'Wns*^ the banh 
or leaves them in "private" hands, and whether or not the system 
may be called "socialist" or "capitalist," the problem of equilib 
num between goods and money is mudi the same ''' 

* An economist lecently described aspects of the foilnre to maintain equi 
hbrium in these words **The outcome has been on the one hand that enor 
mous growth of plant and equipment which has been described often enou^, 
and on the other, as an accomranimeiit and a counterpart, reflecting the cost 
of die process, a steady accumiiliition all along the line of lags, disproportions, 
shortaga and shoiteomings, unfinished construction, unused capacity, wear of 
plant and equipment, and depletion of resources " Most of this would he 
equally applicable to the Unitu States in the years 1929 to 1933 or to the 
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FROM AUTOMATISM TO CONTROLS 
AND BACK 


I ET me look back at the ground covered in the previous chap 
ter I started out with the realization that if an economic 
system were to make full use of modern techiiolo^ it could 
end poverty But it must maintain full employment (tf its labor 
and resources This means that no one who wants work should 
be unable to find it, and that resources should be used in such a 
way as to maximize the satisfiictions to be derived from them 
without waste If such conditions of "full production” are main^ 
tamed we could have universal abundance instead of poverty. 

So I took the position diat to achieve this goal a system of 
planned "production for use” was required instead of production 
for sale on the market But I discovered that the market was com- 
ing back into favor in "socialist** Russia, as well as in contemporary 
socialist theory, and tliat Germany had been able to achieve “full 
production** without abandoning the market If the market system 
could be made to work, it offered the increased freedom of any 
automatic device And naturally the transition stages would be 
easier 

But was there not an inherent defect m the market system, at 
least under capitalism? Depressions occuned, when goods could 
not be sold And in the best of fames purchasing power ran for 
short of being able to buy what could be produced Maldistnbu- 
tion of income between nch and poor, though ethically and aes- 
thetically offensive, did not stand examination as an uitiinsie fault 
Nor was it a case of too htde money, for the money supply is flex- 
ible enough to meet any demand The trouble appearra to be in 
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the chBnging rates of “flow*’ of savings and investments, and of 
new money and credit, which caused penodic or chronic depies- 
Sion 

The pioblem of a market system emerged as a problem in the 
maintenance of equilibnum under conditions of constant change 
and giowdi, that is, a problem of dynamic equilibrium 1 found 
both socialist and capitalist economists had arrived at this same 
contusion 

Finally I explored some of the monetary factors involved in this 
delicate equilibnum, and the dominant position of any govern 
ment The government can inject new money into the system to 
counterbalance the savings not being privately invested But this 
may further discourage pnvate investment It is not inflationary, 
however, in any immediate sense, for serious inflahon cannot oc- 
cur till money is being issued faster than plants can increase their 
production of goods Or again the government can take private 
savings, by taxation or borrowing, and make sure that they ate 
invested— which is not inflationaiy at all 

I could not help wondering how the system had been able to 
work as well as it had in the days before governmental interfer- 
ences The equilibrium required was so complex that it seemed 
nothing short of a first-class miracle that it had ever worked, or 
that it could ever be made to work, And if it had ceased to work 
what could take its place but some superhuman intelligence with 
vast powers? 

I found myself looking on the laissez foire system with new 
respect, almost with awe I realized why economists who studied 
the system were so impressed by the niceties of its medlianism 
that, following Adam smith, th^ felt there must be an “unseen 
hand*^ at work Some felt it must be the hand of God Most of 
them preferred to consider it the hand of “Nature”, the eimlana- 
tions they mopounded were considered *laws of nature,^ like 
gravitation pointed to the fact that the mastery of the ma- 
terial environment proceeded at a vastly more rapid pace under 
capitalism than under the previous authoritarian systems of slavery 
and feudalism And they were quite nght m emphasizing that it is 
a "natural” order of things, no theorist invented "capitalism", it 
grew naturally (as did slavery and feudalism), it was a product of 
hutoncal evolution This foct alone gives it a sanction, it also ex- 
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plains the apparent miracle * Trial and error have weeded out 
certain economic processes not conducive to survival and encour< 
aged others 

How Laissez Faire Was Supposed to Work 

Remember that tlie market or pnce system is a method of la- 
tionmg what is scarce, and that the heart of the mechanism is a 
pnce which adjusts supply and demand to each other If oranges 
are a drug on the market the pnce comes down till demand is big 
enough to take tlie supply If there is shift m demand to pine- 
apples the pnce of pineapples goes up 

All commodities are subject to this 'law/' for that is what a 
commodi^ is; even though the Clayton Act declared that *'laboi 
15 not a commodity" the price of labor does tend to behave m 
similar fashion if there are too many workers looking for the same 
jobs the prices paid for doing those jobs, the wages, will come 
down, and vice versa 

Now one of the wonderful things about the pnce system is 
that it makes possible the measurement of all economic goods 
against each other A manufacturer can decide on the basis of 
comparative pnces of the things he needs— his costs— which com- 
bination will be most economical He can choose between vanous 
raw materials, sted or aluminum He can measure human labor 
Bgamst a new labor-saving madiine 

But there a new marvd appears, for he has to buy the new ma- 
chine, whereas he can hire the worker by the day In buying the 
machine he is buying something tliat will provide benefits into the 
future But since he will have to borrow the money to buy it, he 
will spread paying for it over a period into the future In de- 
ciding whether to buy the machine he has to take into account 
its value over a period of future time as against the added oosts 

* For the human or^nism is likewise a miracle The extraoidinary checks 
and balances which maintain a constant tcmpemture nnd humfdity, aufcomab 
cally lepaii damages, facilitate reproduchon, maintain an even flow of vanous 
vital fluids, co-ordinate the tissues and organs with a network of nerves— nil 
this amazing equilibnum of life processes is a minide only to be explained 
as a product of evolution But we may thank God that none of our anthro 
poid ancestors thor^bt the lost word had been said 
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he has undertaken. How can future costs and benefits be measured 
against present ones? Once again the price system provides an 
answer, loi interest is a mechanism for measunng values at various 
limes in the future Suppose the machine costs $ioo/X)o If the 
manufacturer borrows the money from a wealthy fnend, that 
friend must weigh his interest against die satisfaction of spen^ng 
his money immediately, say on a pnvate yacht Thus interest brings 
all sorts of present and future considerations into relation to each 
other at a present moment * 

Tlius the market is a mechanism for rationing not only con- 
sumer goods and jobs, but all the so-called "factors of jiioduction" 
which a producer must take into account— raw materials, plant and 
machinery, land, labor By going into the market for these things, 
with bonowed money, the producer sheets between various alter- 
natives those which seem to promise die greatest net profit 

As a magazine publisher (even if not in a profit-making fidd) 
I could tell you something about the kind of dioices you would 
have to make as between vanous alternatives, if you wanted to 
publish a magazine You would have to select a printer, and 
choose between vanous qualities and prices If you want a con- 
venient, spacious office you will have to pay accordm^y How 
much could you pay for articles, and illustrations? What kind of 
paper will you use? Tlie demand for shiny coated paper has risen 
greatly since the style of magazines has become more lavish, and 
consequently the price has gone up In eacli cose you must choose 
between different qualities of goods at different prices And in 
every decision you will be part of a vast network of decisions on 
die part of millions of people, directing productive effort into mil- 
lions of different channds. 

The theorists of die marginal utility school worked out abstract 

*Thise has been considerable discussion about die role of interest in the 
Soviet Union Savings banks pay interest as an inducement to savings, though 
this IS one of the most dubious roles of mteicst in a capitalist country Short 
term credit is advanced at Interest, as a means of spring the productive 
and distributive processes But since money is advanced for investment pur 
poses without uitcrest, its most importnut function is missiiis In a w ngh 
sort of ^VBy the Soviet planners must decide between future mm present sabs 
hicbons, but it has been pointed out that the Dnieprostioy dam ivould never 
have beffl built when it was, before its power could be fully used, if interest 
on borrowed money had been reckoned into its cost 
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laws to show how supply and demand, cost and puce, worked 
against each other in a wondrous equilibnum Everyone was trying 
to maximize his own satisfactions and minimize his own outlay, 
and whether he was a consumer or a producer, the available 
amounts of scarce goods were rationed in the most economical 
way All elements in the whole economic system found their own 
proper level, assuming a theoretically pure market, witli everything 
flexible enough to find its proper adjustment The result of com- 
petition between individuals trying to get as much as possible for 
as little as possible was, according to the theorists, that society as 
a whole got as much as possible for as little as possible 
If there were too much of anything, thus upsetting tlie balance, 
its price would diop>-wagcs in the case of labor, interest in the 
case of money to lend, rent 111 the case of land If there were too 
little, higher prices would bring out a larger supply* or cut down 
the demand, restoring a balance All resources would be used and 
all labor employed, for if any were not, the puce would fall just 
the riglit amount to bnng it into use 
No wonder people worshiped Adam Smith and his "unseen 
hand ” No wonder people sbll marveli at the beauty of the system 
of free enterprise, and hold up their hands in honor at the thought 
of Ignorant workers, or socialist planners, trying to replace tins 
amazing automatic mechanism with their own arbitrary and blun- 
dering decrees 

To be sure, no one claimed the system worked perfectly Wlien 
the equilibrium was upset the counterbalancing factors might set in 
too strongly and swing the pendulum over to the other extreme 
Differing rates of readjustment complicated the problem further-- 
workers could not move to a new location to open up a new in- 
dustry as rapidly as money could be made available The equilib- 
rium was never more than approximate, with countless minor oscil- 
lations and larger cyclical swings Yet on the whole the system 
worked 

And it is incorrect to think of it as having "collapsed" or 
"broken down " It still works, though with ever greater disciqian- 
cies between the actual and the ideal Even at the d^th of the 
Great Depression the majority of the population were little or no 
worse fed, dothed and hous^, than m 1929, * essential services 
* The index of consumer goods production was 75 9 in 1932 (1929 = 100) 
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were never discontinued, the miiade of the price system was still 
wondrously at woih 

However, the system ran into cumulative trouble, as everybody 
knows The condibon of its adequate functioning was flexibility, 
particularly flexibility of price If any rigidities developed it meant 
that the automatic restoration of equilibrium would be hampered 
the longer the dday the more drastic would be tire necessary re- 
adjustments Some readjustments might become quite impossible 
Others would take so long and be so drastic as to involve increas- 
ingly serious depression cycles 

Inree rigidities seem to me to stand out preponderantly The 
first IS the rigidity of puce obtaining when there is some control 
over supply Any monopolistic tendencies will mean ngid pnces 
(even trade unions can control the supply of labor and by threat- 
ening to strike keep wages more or less stable) , The second is the 
ngidi^ of the interest rate, which for peculiar reasons cannot fall 
bdow a certain point Tlie third is the rigidity due to governmen- 
tal interferences governments, for instance, set floors below which 
wages cannot fall, by offenng relief to the unemployed or by pass- 
ing minimum wage laws, they fix pnces, as of power and transpor- 
tation, tliey create unceitamties m the minds of business men * 

A great flood of light has been shed m the last few years on 
these rigidities So far as government interferences are concerned, 
all the business community and its apologists have been hammer- 

* Odier ngldlties might be mentioned, though they oie not, it seems to 
me, of as cniaal importance as those mentioned* Them have always beoi 
"sheky'* featuiea of the system such, for Instance, as the slowness with which 
woiken may move to a new location or become trained for a new skill An 
other ''stidcy" feature Is that as certain businesses have grenvn to giant size, 
like die automobile industry, because of such technological requirements for 
cheap mass production as the assembly line, for instance, the possibility of 
new enterpnscra entenng the field to break a monopoly advantage disappears 
Among monopoly advantages, moreover, which governments have fostei^, ate 
patents and protective tariffs These latter have loomed particularly large in 
the minds of libnal economists, especially when influenced by the piepon 
derance of foreign trade in the English economy they liad come to beu^ 
that the market sliould be world wide, and of course tanffa and the more 
modem quotas make its automatic functioning virtually impossible Econo 
mists of the same school have also tended to emphasize tlie international gold 
standard as a nccessaw feature of an automatic world market, and have seen 
its restoration as the first condition to recovery 
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ing away to make the public aware of their unfortunate effect But 
in large part they are due to efforts to cope with the difficulties 
arising from the first two causes The new light that has been 
thrown on these two is due largely to three economists' Joan Rob- 
inson in England and Edward Chamberlin in America simultane- 
ously worked out the new theoretical explanation of '^monopolis- 
tic” or “imperfect competition," and John Maynard Kq^nes devel- 
oped his “general theory of employment, interest and money/' 
which I have already frequently mentioned Before the work of 
these economists no adequate appreciation of what was wrong 
with our economic system was possible, for all economic theones 
were based on certain subtle ^llacies. 

The Trouble With Monopoly 

It 15 easy to see how a monopoly makes for rigid prices But vir- 
tually all previous economists, while admitting the existence of 
some monopoly, considered the system os a whole fredy competi- 
tive Now it has become dear that there is an element of monop- 
oly m virtually all economic activity, and that in eff^t there is 
no such thing as pure competition, neither is there any pure 
monopoly 

At one extreme^ even when supply is controlled entirdy hy one 
monopolistic enterprise, as is virtually the case with aluminum m 
Amenca, there is competition with other similar products If the 
price of aluminum is set too high, demand will shift to other prod- 
ucts, and less profit will be made. Actually competition is stni at 
work The monopolist will tend to sedc a price where most profit 
will be made-a price higher than the puce orthodox theory al- 
lowed for under pure price compehtion, and consequently a price 
that will result in a smaller amount produced and sold, but a com- 
petitive puce nevertheless A special difficulty arises, however, in 
finding mat perfdifc monopolistic price Since there is only one 
producer (in our assumed case) lie can tdl at what point his 
profits will be greatest only by trial and error, and if he is earning 
what seems to him a satisfactoiy profit he is unlikely to experi- 
ment further It might be that a whole new market for his product 
would be opened up by a slight drop m puce, but if he is not 
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sufficient3y intelligent or daring he will keep his pnce where it is. 
In time of depression he will simply close down, or operate at a 
fraction of capacity 

At the other extreme even small business has monopolistic ele- 
ments Each comer drug store has a monopoly on its particular 
location, and on such intangibles as the personality of its proprie- 
tor Most mass production articles sold on its counters have trade 
names, good will, standard pnces^ll of them signs of monopoly 
Monopolistic features are ever-present in our economy They all 
tend to raise prices toward the perfect monopoly prices that would 
prevail in any field if there were a sin^e monopolist there, but 
lew reach that happy state 

Two objections may be raised to monopoly puces The first is 
that th^ are too high, the second that they are too rigid Let us 
consider them m turn 

There is nothing about a high monopoly pnce tliat necessarily 
interferes with tlic free functioning of the market mechanism It 
15 tme that at the higher pnce demand will be less, and therefore 
produebon will be less— in the case of tliat particular commodity 
But if the extra profits which the monopolist makes find prompt 
investment, this will not mean tliat the system as a whole is pro 
ducing less It is obvious that the greatest expansion of our system 
in the last generation has been m the fidds of hig business where 
monopoly practices were most frequent 

For example, look at the automobile industry By now it 1 $ 
largdy dominated by the “Big Four There are several price fields, 
and each turns out a car for that field— low pnce, medium pnce, 
high price, with gradations in between It might he argued that 
each pnce is too high for what the consumer receives, and that if 
the pnce were lower more would be sold But this would have an 
effect on the actual number produced only in the lowest price 
fidd, for all other buyers can already buy a cheaper car if they 
wish And if it is argued tliat the present system results in taxing 
all the consumers for the benefit of the stockholders it might be 
replied that it was only because this possibility existed that the 
great automobile industry was developed so rapidly Moreover, the 
big company can design and produce a special product to meet a 
waiting demand in a particular pnce fidd, and conbnue to im- 
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piovc it, in a way that would have been impossible under the 
necessarily smaller scale of pnce competition, with its smaller at- 
traction to investors, and its more pnmitive technological methods 

The mere fact that monopoly pnces are higher than those pre- 
vailing under free pnce competition does not seem to be a serious 
cause of difficulty Such prices do, of course, add to the total 
amount of profits that can be made, and if there is a tendency for 
savings to ^ ahead of investment, monopoly prices will aggravate 
the tendency But they do not cause it Tlien, too, it may be 
argued that monopoly pnces do not fall as costs are cut due to 
technological improvements But this is a question of rigidity, the 
second difficulty we mentioned 

Rigidity in turn may be looked at from two different angles On 
the one hand there is the rigidity due to the simple fact tliat the 
price IS controlled or "administered,” and hence not subject to the 
minor fiuctuabons of the market It might seem offhand as though 
any element which made for greater stabiliiy in oui highly un- 
stable economic system would be to tlie good Certainly those who 
are able to take advantage of stable prices seem to be better off 
than those who are dependent on highly vanable prices for years 
our government has been trying to give the farmers relief from 
the calamitous variations of the gram market But the economist 
of free competition argues that the trouble with the farmer is that 
he sells in a free market and buys in an "administered” market 
One of the chief objections to the administered price is this, that 
it does not behave in the same way as the freely competitive pnce 
Wliy not have all pnces similarly administered, then, so that they 
may all react in the same way? Tlie laissez hure economist will 
insist once more tliat the whole market mecliamsm depends on 
the adjustment of prices to the varying pressures of supply and 
demand, and tliat complete flexibilily of price is essential to its 
smooth working 

What is wrong is not that prices are administered but that they 
are administered unintelligently Even the most ordiodox econo- 
mist would probably have to admit that railroad rates must be an 
administered pnce they cannot be permitted to vary from day to 
day, or no business man would he able to calculate ahead. They 
must be set, for comparatively long penods. In the last few years 
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wc have seen passenger fares change several tunes We have seen 
them lowered by the Interstate Commerce Commission at a time 
when the railroad system as a whole was close to bankruptcy, and 
most milroad executives groaned that lower rates would finish 
them off, instead such a large new demand was opened up tliat 
profits rose instead of falling Later the rates were raised, and prof- 
its fell, llie dieonsts of monopolistic competition could calculate, 
if all ^ts were known (and of course the more prices are admin- 
istei^ the more facts will he known], at just what rate the rail- 
roads would make Uie largest profit This represents a different 
kind of adjustment between supply and demand, from the old ad 
justment of price competition, but it is no less an adjustment. In 
the case of the railroads as in hundreds of other industnes there 
can he no restoration of pure price competition Monopoly is here 
to stay, whether we like it or not. 

The trouble with monopoly pnces is that they are so often stu- 
pidly “administered “ Big businesses tend to be slow and bureau* 
cratic, conservative and cautious Tli^ may cling to a price which 
lias made them profits m the past without realizing that many 
surrounding conditions have changed Tliey may that with 
the growing ngidity of other administered pnces— wages fixed in 
union contracts through collective bargaining, interest on outstand- 
ing bonds and other debts, freight rates, power rates, prices of raw 
matenals like steel— they cannot afford to experiment with their 
own prices. Moreover, they can never be sure what their competi- 
tors may do— lemembet that the administered pnces of “mo 
nopolistic competihon” are still competitive Tlie Anti-Tmst Laws 
may he ineffective hut they provide a standing threat against com- 
bination to share knowledge of the factors that should determine 
intelligent pnces and to permit agreement on pnces 
With our long-standing prejudice against monopoly we have 
penalized business men for gethng tog^er to share infoimabon, 
and tried to compel them to work in the dark 
So we have a system that is “half-slave and half-free”— some of 
its pnces ate determined by free competition on a highly unstable 
and unpredictable market, and the others are more or less admin- 
istered m such a generally inefficient and blundenng sort of way 
that th^ make conditions on the market worse rather than better. 
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failure of the Investment Market 

Monopoly has always attracted the special attention of govern- 
inents» and many of the rigidities in our system are the result of 
government attempts to cope with monopoly, or government re- 
sponses to its pressure But somehow we managed to get along 
tliTough booms and dumps, in spite of monopolistic features, and 
in spite of growing intervention hy governments. 

Now, however, something new seems to have developed Chronic 
depression, with several million permanently unemployed, has 
been widespread in Europe since the war, and in this country, on 
an even grander scale, since 1929 Apparently this 6nal disease of 
lalssez faire is a result of the second rigidity I mentioned above, 
the rigidity of the interest rate, first expounded by John Maynard 
Keynes, 

I have all the sensations of walking over a treacherous swamp 
at night when I read Keynes, but I am inclined to believe the fault 
is less Keynes's or mine tlian simply that the swamp is really 
treacherous It involves some of the most subtle of psychological 
problems 

The Situation whidli needs explaining here is why investment 
has been increasingly lagging behind savings, and why the resultant 
poverty is greatest in the nchest countries, England and Amenca 

1 have mentioned the fact tliat in the rich countries tliere are more 
nch people, and they naturally save more than is possible in the 
poor countnes. Under hiissez faire theory the interest rate which 
enterorisers will pay to the lenders of this money will drop, if the 
supply of investment funds is higher than the demand for them, 
until finally a point will be reached at which all the funds wiU be 
profitably invested But for various psychological reasons which 
Keynes elaboiatdy hints at, the interest rate will not drop hdow 

2 or 2 % per cent Potential lenders will prefer “liquidity”— they 
will let tneir money he idle rather than invest it at lower rates 
And the prospect of profits above ihe given interest rate is not 
sufficient to induce promoters and enteipiiseis to hoirow. Stagna- 
tion, hankmj^tcy and unemployment finally lower the whole sys- 
tem to a point at which a balance is achieved between savings, 
investment, and the consequent distribution of puichasing power 
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But since even tins equilibrium depends on psychological factors— 
wliat Keynes calls the "propensity to consume,” ‘liquidity prefer- 
ence," and "the marginal efficiency of capital," all of which are 
tied in with what the business man calls "confidence”— it is an 
eqiiilibnum hhely to be freshly upset by every political gust 

The laissez faire economist argues that confidence cannot be 
restored till the government keeps its meddling hands oflE Unfor- 
tunatdy the government is the only agency able and willing to 
borrow, lend, spend and invest, regardless of the interest rate. 
When investors liang on to their money, the government is forced 
to step in and make up some of the lag in purchasing power It 
feeds the unemployed, and runs to the rescue of any other group 
when the chronic burden of depression seems too heavy, mean- 
while spending lavishly on public works— all of wliicli dnves "con 
fidence" still lower 

Finally, all these government interferences introduce new ngidi- 
ties Pnees are held up, wages are held up, capital structures are 
held up And a system wliidi depends for its proper functioning 
on a greater and greater d^jcee of fiexibility in every part, finds im 
stead an increasing ossification going on in its entire structure 

From Interventionism to Totalitarian Flanmng 

The post-war world t described in earlier chapters is one m 
which these subtle diseases of the nineteenth century laissez fane 
economic system have been coming to a head The ^dual exten- 
sion of government control over all phases of economic life, up to 
complete economic planning under a dictatorship, was not in- 
tended by anybody, except in the Soviet Union It rq>resented 
the natural response of the social oiganism to the evolutionary 
breakdown of the automatic pnee system 

But the interference of government was much older than the 
present breakdown In earlier chapters I have described how laissez 
fane itself was a positive governmental policy, earned on throng 
a framework of enabling legislation, corporation laws and the like, 
rather than a natural state of freedom I have described how lib- 
eralism became more and more transformed from a pnnciple of 
freedom of enterprise to a pnnciple of governmental interven- 
tion, for humanitarian or other reasons The laissez fane system 
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always left sudi glanng social wrongs to be righted— lead Marx’s 
description of chad labor m early nineteenth century England for 
the most revolting picture— tliat new state interventions were be- 
ing adopted even before the old mercantilist interferences were 
al^ndoned 

Protective tariffs, taxation policies, and government fiscal activi 
ties had a part in introducing rigidities at an early stage All social 
and labor legislation— minimum wage laws, maximum hour laws, 
unemployment insurance and relief, social secun^ and insurance 
schemes, the lecogmlion of unions for collective tkrgainiiig— con- 
stitute interferences with the compebtive system, especially as they 
tend to make wages more stable or higher than pure competition 
would make them Railroad and utility regulation always involved 
further fixing of prices 

Every depression has induced additional government interven- 
tion, to rescue banker or business man, farmer or unemployed 
worker Recovery measures are inevitably thought of as roEorms, 
however much conservatives may insist they should be separately 
considered For what is the use of recovery if you fall into the 
same slough of depression for the same reasons after a years? 

In so kr as the competitive system tended to become world 
wide and iiitci national, the interferences of governments for rea- 
sons of pride and political power were gv&b. more drastic 

Finally, with the difficult post-war period, interferences witli the 
free functioning of the competitive system became the general 
rule "We are all Socialists now,” said a prominent English Tory, 
though with Ins tongue m his dieek 

The three central problems governments faced were the main- 
tenance of purchasing power, the maintenance of investment, and 
monopolistic pnee practices 

The first problem is to assure a constant supply of purcliasing 
power, adequate but not more than adequate to buy what can be 
produced For this pumose governments take decisive control over 
currency and credit They tty to force hoardings out hy taxes, 
loans, threats and cajolings They assure that new mon^ flows 
into the system when the stream of purchasing power otherwise 
seems likely to dry up entirdy In so far as they are unwilling to 
tackle the problem of investment, they use many alternative de- 
vices for increasing consumer spending, to counterbalance idle 
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savings, assisted by all the new types o£ ''social dividends"-'pen- 
siQiis, insurance payments, childhood and motherhood allowances, 
as wkl as direct relief— which have been developed to ease the 
hardships of the competitive system 

Tlie second problem, and an essential aspect of the maintenance 
of purchasing power, is the investment process Various techniques 
have been used to boost and maintain a steady rate of investment 
Money is made available by the governments for investment loans 
at low interest rates, or without interest Public expenditures for 
expanding public services, and for public works in the stricter 
sense, run ever farther aliead of "private" investment Fnvate sav- 
ings are corraUed by borrowings or taxes or collections, and invested 
where governments decide, especially in armaments production 

The market method of competition for profit is everywhere re- 
tained, but it IS generally "monopolistic competition." Free price 
competition is by now practically extinct Complete control of 
sup^ and complete information regarding the puces and pioduo- 
hon schedules of all other producers of the same commodity pro 
vide a more workable form of "monopolistic competition" than 
that in whidi there is partial pnee competition by a large number 
of producers competing more or less blindly. Instead of fighting 
ammst the "trust," the "open price" ameement, and other kinds 
or "administered" pnees, governments nave been encouraging car- 
tels and trade associations as methods of "rationalizing" industnes, 
stabilizing puces, eliminating the uncertainties ansing from vary^ 
mg d^es of monopolistic control The organization of each in- 
dustry, virtually as a publidy sponsored monopoly, witli power to 
fix pnees and allocate production, has gone farthest m the fascist 
states, though even there the door is kept open for new enterpnses, 
and it is hdd that inefficient enterprises must be left to diminate 
themsdves. 

The interventionist state has been becoming, m a blind blun- 
denng sort of way, more and more a collectivist state Look back 
at Part 11 of this book 

In Germany, where the situation was complicated by powerful 
socialist and communist movements, and 1^ a hyper-sensitive na- 
tionalism, a curious coalition of Jewdiating neurotics, patrioteers, 
scheming svyermonopolists, army officers, desperate unemployed, 
and harassed shopkeepers got control of the government, intent 
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on more drastic measures The result might have been only more 
of tlie same makeshifts, as in early Italian fascism, if their one 
common denominator, a desire to avenge the Versailles Diktat, 
had not started them towards a totalitarianized economy for war 
purposes Tliey abandoned mere rescue work, the helter-skelter 
pattern of the old interventionism, and began to reconstruct their 
economy for better waging of war 

The path which the fascist nations took for these limited pur- 
poses had already been charted by the Soviet Union in a con- 
scious effort to arrive at "socialism,” But it was much the same 
path, involving expansion of the productive plant, full employ- 
ment, full utilization of all die territory’s resources, no further 
scruples over using the government’s power over money and credit 
to fill all gaps in the spendmg-savmg-investing stream, whenever 
they appeared 

Today the fear of fascist aggression seems to be compelling the 
other great powers to take the same path. The press of the democ- 
racies IS filled with minors of "legistrabon" or “conscnption” of 
business, expansion and mobilization of the war industries, na- 
tionalization of munitions plants— all in imitation of what the 
Germans significantly call Weiirwirfcschaft or "defense economy ” 

It IS hardly likdy that either the democracies or the fascist pow- 
ers will go as far as complete production planning They may have 
"three year plans” and "four year plans” and “six year plans” and 
"ten year plans ” But they will never attempt to do what the first 
two Soviet "five year plans” attempted the advance blueprinting 
of every shovdful of coal to be produced over a period of years, 
and of the route that coal would follow, until it would appear 
ultimately as so many ton-miles of transportation or so many lalo 
watts of energy, to be turned into the production of so many pans 
of shoes I have already described the unnecessary difficulties in 
which the Soviet planners found themselves involved when they 
tned this method— thanks to the inadequate and misleading hints 
about a hypothetical "socialism,” which was all the guidance 
Marx had given them The other economies had no such incentive. 
The attempt to bluepnnt all production in advance is never likely 
to be tned again but to remain one of the greatest unsuccessful 
experiments ever tried by man 
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From Totalitarian Planning to Strategic Planning 

Tlie Soviet enthusiasts were forced to go hack to the old au- 
tomatism of the market because of gnm necessity, as we have 
seen The fascists, with their facs to big and little business, had 
never been inclined to abandon any of those automatic controls 
that would sbll serve The democratic states had the same reason 
for caution as the fascists, in addition the whole strength of the 
democratic tradition reinforced the desire to make the automatic 
devices work, and avoid authontaiian and arbitrary controls 
At the same time there has been a growing seardi among econo- 
mists for some method of partial planning— strategic planning it 
has been called— which, without introducing any new types of 
drastic governmental control, would co-oidinate existing controls 
at strategic points m such a way as to produce the desired eco 
nomic result It would use the existing governmental powers, not 
for haphazard rescue missions, but m a coherent policy capable of 
attaining full employment and an economy of abundance 
While the Marxists, forced to postpone indefinitely their hopes 
of ^'the socialist revolution/' have been fighting a rearguard action 
against the often imaginary legions of fiiscism, a few non-Marxist 
groups have been doing pioneer theoretical work m strategic plan- 
ning The two most important groups in America have been able 
to test their theones in dose contact with the real world the 
National Economic and Social Planning Association in Washing- 
ton, which publishes Plan Age, has had first-hand contact with the 
New Deal experiments, and the New School for Social Keseardi 
"University in Exil^" which publishes Social Keseaich, has had 
bitter first-hand knowledge of the European world of affairs Val- 
uable work is also being done dsewhere Much fiictual data from 
which new institutional procedures can be devised is being assem- 
bled by the Brookings Institution and the Twentieth Century 
Fund An increasing number of economists in the universities and 
in the academic journals are tackling fundamental problems 
It is true that reformers, cranks and tliwarted geniuses have for 
generations worked out proposals for remedying the defects of the 
economic system by a fow strategic dianges Almost all these in- 
numerable schemes had elements of true understanding lacking in 
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their critics of right and left Tlie critics on the right insisted the 
system could straighten out its own troubles if not interfered with, 
and die critics on the left insisted that the whole system must be 
scrapped and that no mere tinkering would do The new crop of 
strat^c planners will meet with the same charges, particularly the 
dogmatic blasts of the extreme left 
I know, because “I have been there myself ” Many 13 the writer 
or the proposal 1 have blasted in the last half-dozen years because 
he or it attempted to "patch up the old system" rather than insti- 
tute a new one 

Yet the theoretical and practical failure of previous attempts at 
reform is no reason for scorning the trial and error method The 
experience of the Soviet Union, unavailable to previous genera- 
tions of "refomiers," indicates that the diii^ence between "social- 
ism” and capitalist reform along lines of "stale capitalism” may 
not be so great The experience of the rest of the world since 
1029, and paihcularly since 1933, has given theory and practice a 
whole new set of materials to work witli And finally the epoch- 
making work of some of the newer economic theorists is at last 
bringing our past experience into focus 
Perhaps now for die first time we know enough to make our 
capitalist system work Perhaps, in making it work, we shall find 
we have accomplished the much-disputed transition to "socialism ” 
For the most advanced dieorists of "socialism" have been dis- 
covenng that in certain respects the closer a "socialist*' system ap- 
proximates the working of a laissez faire market the more efficient 
it will be The "marl^t socialists" have been parallding m the 
theoretical sphere some of the discoveries of the Soviet Union in 
pracbee 

Then theoiies grew out of the challenge of certain Austrian 
economists, headed by von Mises, after the war, when socialist ex- 
periments were beginning in many countries Von Mises pointed 
to the fact that the market mechanism not only permitted the 
consumer to exercise the final dioice as to what would be pro- 
duced, and gave die worker a chance to choose his job, but that it 
enabled producers to choose, as we have seen, between various 
"factors of production" to maximize the product with a minimum 
of cost Socialist planning, he said, with no pnee system, would 
have no means or "rational calculation." It could not use its re< 
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sources efficiently, and even if made to work by dictatorship, it 
could not produce a high standard of living, 

Oskar linge, one of the later "market Socialists ” declared that 
von Mises had so ably slated the challenge to Socialism, making 
socialists for the first time aware of tlieir problem, that he should 
be honored with a special monument in the future socialist so 
ciety Socialist replies to his challenge took two forms, 

On die one hand there were those who pointed to the fiulures 
of capitalism Its market mechanism had so far broken down that 
it was wasting its resources at a greater rate than die most blun- 
dering socialist planners could be expected to do (though early 
Russian experience proved the reverse) Moreover, inequalities of 
wealth so affected die dioice of the consumer in the market, that 
pnces became quite unreliable measures of relative value, and 
made the claim to democracy m the market absurd, and advertis- 
ing created fictitious wants, so that there could he no assurance 
that what consumers bought was wliat would really maximize their 
satisfactions 

On the other hand, die “market socialists*^ pointed out diat a 
socialist society could make the market work, where capitalism 
could not The manager of a publicly owned enterprise could fix 
his prices, if so instructed, according to tlie same formula as a pri- 
vate business man The balance between supply and demand could 
be achieved by a trial and enor method of price-fixing, as it is to- 
day, thus having all the advantages capitalism offers in “rational 
calculation**, and since all producing units would be operated ac- 
cording to the same price formula, a socialist society would not 
get into all the trouble capitalism is in today 

Of course, as some of these economists pointed out, there would 
be no need to operate the whole system by the market mech- 
anism Social policy might he expected to override certain con- 
sumer wants, like that for heroin, and to stimulate others, like that 
for a health&l family diet Direct government expenditures, central 
planning of investment, expansion of free goods and social services, 
would mean that resemblance to the old laissez faire system would 
gradually fade 

But and large the “market socialists** visualized a system in 
which consumers, spending their money where and how they 
chose, and workers seeking congenial work, would determine in 
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the aggregate what goods and services were produced It would be 
the task of industry and agriculture and the service trades to an- 
ticipate consumer wants 'fte pnces of the various factors of pro 
duction would represent true ‘^opportunity cost” the cost of giv- 
ing up an alternative in the market Wages would represent the 
true economic contribution of labor, weired against the alterna- 
tive of further mechanization, they would counterbalance attrac- 
tiveness or unpleasantness of venous occupations, and, with op- 
portunity open to all, would tend toward equality 

Tlie "market socialists” assumed that all industry would be puh 
hdy owned, and most of their discussions of the working of a so- 
cialist economy were purely theoretical analyses of what could be 
done "after the revolution.” Some of tlieir cntics have raised the 
question, wlw have a revolution if the end result is merely a 
restoration of the market system? They might logically reply that 
one procedure they took from the original market system can no 
lon^ he earned on without a revolution, and that is pure 
"price competibon," for our big businesses cannot be split up 
into litde competing units But under "market socialism” me pro- 
ducers are managers of state owned plants, and they can be 
directed to follow one pnee policy as well as another Tbe rule 
die "market socialists” would have them follow is to produce 
until marginal cost equals mamnal demand— which means the 
same pnee as that achieved un&c pure price competition 

Suppose, however, th^ followed tlie rule of maximizing profit 
—which means the same price as a single monopolist, or "pure 
monopolistic competition ” That might be equally feasible The 
only question then would arise as to the use of the profits If 
they were used for social services, in lieu of taxes, there might be 
no appreciable difference from the net social product of the 
previous assumption 

But m that case why would it be necessary to socialize all 
industry? Give every pnvate enterpriser the chance to levy an 
"mtelhgent** or "pure” monopoly price, and he would be doing 
what a "socialist” manager would be doing, under the second 
assumption The only question will be, again, what happens to 
the profits? The matter of pnee policies will have been solved, 
and only die monetary problems relating to the equilibrium be- 
tween savings and investment will remain 
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Once ngain it appears tkt the question of owneiship may be 
irrelevant At the end of my seardi of economic theory 1 find less 
justification than ever for the belief that there is a world of dif^ 
ferencfr-a whole revolutionary world of diffcrencc—between “capi- 
talism" and “socialism ” 

Three modem schools of economic thought brou^t me to that 
conclusion, First John Maynard Keynes modernized the old 
theory that depressions are due to a failure of investment to 
keep up with savings, by showing that, especially m rich coun 
tries, a peculiarity of the interest rate will p^etiiate inade- 
quate investment, hence unemployment and depression will be 
chronic, by suggesting that investment be “socialized," he pro 
vides tlie key to a solution of the savings-investment relation, 
and hence of die relation of purchasing power to full produebon, 
Secondly, the economists of "monopolistic competition" have 
worked out the laws that govern prices in a modem economy, 
it seems possible to draw the contusions from them tliat since 
prices are bound to be administered the^ should all be admin- 
istered with the same facilities for intelligent adaptation to the 
new conditions, and that if the savings-investment problem has 
been otherwise attended to there need be no fear even of “pure 
monopolistic competition" in every fidd 

And finally I have suggested that the “market socialists" point 
the way to a synthesis of “capitalism" and “socialism" if one as- 
sumes universal monopoly pnees 

It now lemams to be seen how tliese theoretical condusions 
might be applied to the prachcal problems of Amencan political 
economy— economics m action 
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I T HAS always been one of the major functions of academic 
circles to rationalize and apologize for the status quo In the 
days of mercantilism, when sovereigns took a vigorous and 
forthright hand m building up the wealth of nations, a vigorous 
and forthright set of thinkers developed the science of "political 
economy " As the practice and theory of laissez faire developed, 
a pale asceticism seized the academicians, and for a century and 
a half they worked on a disembodied science of "economics," 
which sought the natural laws of economic activities m a vacuum 
where no sovereign would dare interfere 
Today we are returning to positive government action— to "po- 
litical economy " Not that the government ever abdicated. As I 
have pointed out more than once, governments undertook to do 
what the dominant economic interests wanted them to, and for 
the most part this consisted of setting up end maintaining a 
structure within which profit could he pursued ad hb It was a 
pohcy that fitted the new democratic temper, and for a while it 
did give far greater scope for freedom than any previous policy 
Now governments are once more exerting their powers directly; 
but if we would not lose liberties already won tlie new stmcture 
will likewise be one permitting a maximum degree of automatism 
in its functioning llus difference from the old automatism there 
will be: that government will not simply set up the mccliamsm 
and tlien step aside, waiting for breaHowns, confining itself to 
intermittent repair work Instead it will have to furnish a con- 
tinuing guidance 
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Vet even that concept is not quite adequate, suggesting as it 
does a deus ex machina, a power outside the mechanism, a sepa- 
ration of politics and economics For if a workable integration of 
the complex tissues and organs of our social stracture is to he 
maintained, there can he no valid distinction between what is 
governmental and what is non-governmental We must conceive 
of a social organism in which every individual and every group 
IS constantly finding adjustment to every other. 

Political economy, in other words, will operate at every levd, 
from the individual consumer or worker making his free choices 
and co-operating in group activities, all the way to world prob- 
lems of raw materials and populations For, unless civilized man 
IS due for permanent extinction, the ultimate unit of manage- 
ment will he the world. 

Yet we happen to he at a penod in history when the greatest 
concentration of power is to be found in the nahonal state A 
realistic political economy, for some time to come, will think in 
terms or nahonal organization And my particular concern here, 
while in the larger sense aiming to be human and therefore 
universal, is necessarily witli the United States Likewise, my 
concern is witli governmental policies, ratlier tlian with group 
and individual activity at the lower levels However important, 
I cannot go into such problems as labor policy, the development 
of the cooperative movement, spheres of functional autonomy 
like group medicine 

At the same time, if I am to follow the philosophical bias out- 
lined earlier, it is obviously out of the question to glorify the 
state as the over-nding end and purpose of human existence 
Political economists boQi of the older and die newer mercantilism 
have tended to worship the state, whose aggrandizement they 
were seeking to foster A democratic approach such as mine must 
think first and last of the human individuals concerned Whether 
workers or capitalists, Americans or aliens, Jews or Gentiles— they 
ou^it never to serve merdy as means to a hi^ier end, or as ene- 
mies to be liquidated No group, not even the nationd state, has 
any divine right to ignore the lesser individual or the lesser group, 
no matter how arrogantly it speaks for the majonty 

Political economy is essentially national housekeeping As such 
it IS piimanly concerned with what we shall eat and what we 
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sliall wear and how we shall be housed. But even within the 
limits of the economic Held it obviously makes a lot of difference 
whether one takes the humanistic attitude toward individuals as 
citizens, or looks on them as soldiers to be fed and given uniforms 

Yet there is little room for argument over specific economic 
goals Whether one thinks of the aggrandizement of die state or 
the welfare of its citizens, whether one thinks of power to make 
war ot the cultivation of the arts of peace, the objectives of 
political economy are likdy to be the same First and most im- 
portant will be plenty Here the humanist and democrat will 
think in terms or consumer goods and services, including those 
social amenities supplied free to all, and the fascist will think 
of guns and monuments. But they will both seek abundance 
The second economic good is stability There can be no differ- 
ence of opinion here, eitlier Violent fluctuations, cyclic or hap- 
hazard, speculative booms and slumps, with all they mean in 
insecurity and suffenng and waste, find no apologists Yet prob- 
ably all would agree that stability must not mean stagnation, and 
themore growth is a third desideratum. Even if the bme should 
come when man grew so accustomed to abundance that he ceased 
to want additional material goods, and the incentive to further 
expansion of the national income lapsed, still invention should 
not stop Quantitativdy our wants are finite But there need be 
no limits to quality, variety, cunosity, interest And so long as 
the desire for leisure outruns the desire for labor, inventors will 
se^ labor-saving devices 

Until comparatively recently, the principles of laissez faire 
seemed to serve these economic goals with remarkable success 
But during the last quaiter-centuiy the realities of poverty, in- 
stability, and even stagnation, have forced governments more and 
more to intervene directly 'Hie world has entered upon a period 
of cntical change, occasionally marked by revolution. 

Nature of the Transition 

There has been an inability, in hi^ places and low, to recog- 
nize the nature of the change, even in ihe exertional cases where 
it was being conscioudy sought There has been a general recog- 
nition of the fact tliat we are in a period of transition, but neither 
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those who feared it nor those who longed for it have been dear 
as to its nature A transition from what to what? From capitalism 
to socialism? from an unplanned economy to a planned economy? 
from production for profit to production for use? 

l^ese and other terms may have occasional value Yet they 
are aU colored by misapprdiensions, It is perhaps unfortunate 
that there are no better terms. The new economy that is evolv- 
ing is less a planned economy than a guided or managed or di 
rected economy For, as 1 have been analyzing the process, it 
emerges as a process of establishing strategic directives a 
mechanism that still is essentially automatic Instead of leaving 
the car to careen madly down the street driverlesSi we are putting 
a driver at the controls, but it is the same marvelous mechanism 
Tlie best shortliand description of the transition is from produc- 
tion for sale to production for use. But even this is inadequate. 
So long as the mechanism of the market remains, goods will be 
for sale, but under the guiding directives we are setting up, the 
market becomes a tool for the economic process of production 
and distribution rather than its blind master It is likewise trae 
that under the old system goods were made for sale to consumers, 
and hence for ultimate use, hut the use was incidental, and of 
no concern to the producer except os it induced the sale In the 
new system guidance will be ever present to assure that the eco- 
nomic process results in tlie maximum satisfaction in use, and 
thus the element of sale will become incidental. 

Since both elements, sale and use, are present in both systems, 
the transition becomes primarily a shift in emphasis 
Futthetmote, since the ttsmsitian is to so large an extent an 
unconscious one, an evolubonaiy mutation being developed in 
the social organism in re^onse to new pressures and conflicts, 
the task of statesmanship is perhaps more one of understanding 
and assisting than of creation. We can have little effect if we 
get out of the main stream of history There is plenty of scope 
for oneinahty and creativeness, hut we can seldom compel events 
to conform to a preconceived pattern. 

Thus American Socialists, Communists, and independent in- 
tdlectual radicals, with in many respects a better understanding 
of current historical trends than those in political power, have 
permitted themselves to get off into an eddy, where they go round 



THE JOB TO BE DONE 375 

and round insisting that events must take a certain course, mean- 
while the New Deal, with few theorists but a number of good 
politicians and pragmatic ’l^iain-trustets/* lias swept along on 
the powerful currents of the time, to a point far beyond them 

I have done my share of drawing up platforms and programs 
and plans for vast movements tliat were never heard of outside 
my ivoty tower, while the traffic roared by below It now seems 
to me more realistic to admit that the most any one of us can 
do IS to deflect the course of events a shade from the direction 
they are taking anyway It is most important, therefore, to under- 
stand what that course is The program I am outlining here is 
largely a program that I think will be carried through regardless 
of any preaching, by mysdf or anyone dse 

Tins IS not, however, a counsel of passivity>-any more than was 
the perhaps analogous appeal of Marx to the workers, that they 
should fulflll their "histone mission ” Even less is it a denial of 
the possibilities of a rational solution of human piohlems. It is 
the essence of intelligence to know the limits of the practical and 
the possible 

Tlie political economist, then, in so far as he wants to do more 
tlian merely analyze, will hope to influence events in this way. 
that steps whidi will be taken anyway may be moie intdligently 
taken because more conscious, better understood, therefore bet- 
ter adapted to serve the ultimate purposes 

Rules for the Transition 

People like myself get impatient with the slowness of desirable 
diange. We see fellow human beings hungry and cold because 
economic institutions work badly, and we want to see tliose in- 
stitutions changed at once 

1 discovered a few years ago that starting an enterprise as in- 
consec^uential as a magazine is fnglitfully difficult 1 had to learn 
all sorts of things, about financing, about pnnting, about paper, 
about organizing Organizing, that was the key word. It meant 
establishing new sets of relations between a lot of individuals, 
editors, authors, clerks, subscribers Some people start magazines 
every year, and it is as easy for them as walking to the streetcar 
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stop in the motnuig But when you are learning to walk it is 
bonibly difficult, 

I discovered tliat the whole countiy was not waiting for what 
I had to say. I found a vast amount or what some highbrows have 
labded "cultural lag ” It is almost as difficult for people to work 
out a new line of thought as it is to start a functioning organi 
zahon like a magazine The inertia, the stickiness, of human habits 
of thought and human habits of acting together is an appalling 
obstacle to progress. 

After several years of publishing the magazine I have found that 
a good part of the tune now it virtually publishes itsdf It has 
become a "going concern” The human relations between the 
various individuals involved have been worked out, systematized, 
and become habitual. Many of the procedures tliat involved pain 
ful mental effort on the part of the person responsible are now 
automatic At the same time the editorial results, in getting across 
ideas, are far better, as we have found how to adapt new ideas 
to old ones, to graft them on to habitual attitudes, to take ac 
count of the difficult process of thinking, even in the case of the 
reasonably advanced thinkers who make up our subscribers 

Revolution has a great appeal Social dynamite that blasts 
through inertia gets tilimgs done in a hurry It wrenches people 
loose from tiieir cherished ways of doing things It may be a 
painful process and a destmctive one Dynamite may blow up the 
lUst as well as the unjust But it does clear the ground for the 
building of new social habits 

A few years ago I liked to call myself a revolutionist It was 
fashionable in many quarters to think and talk in terms of "revo 
lution ” Since it was a virtue to be ‘left,” then the further “left” 


you were, the greater your virtue 
I still bdieve the changes we are passing through are "revolu- 
tionary** in a broad histone sense But I have too healthy a 
respect for human inertia and for the human feelings that are 
hurt when it is rudely disturbed, I have too much respect for 
the difficulty of establishing "going concerns” and for the im- 
portance of keeping them going when they perform important 
functions like feeing cities, I have too much respect for the value 
of automatic adjustments, to want to see the whole job of start- 
ing up a new economic system dumped all at once m anyone*s 
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lap A revolution in the sense conceived, let us say by some of 
our extreme left-wingers, is a hombly wasteful and painful proc^ 
ess In addition it only becomes possible when a gieat number 
of the existing going concerns in essential fields cease to function 
In view of the inerba of social habits this is likely to happen only 
under most frightful dislocations, as after a disastrous war No 
sane person can wish to see such dislocations occur 
In the last few years we luive learned a good deal about violent 
social change Like modem warfare, modern revolution has no 
glamour With a better perspective on the Russian Revolution 
we see it not merdy as an enterprise of Homeric proportions but 
as a penod of total breakdown, starvation, suffering, brutality, and 
finally a glorification of sheer totalitarian power In Spam we have 
seen at n less distance what can happen if social change degen- 
erates into civil war from the romantic excitement of the first 
month, when boys and girls took their muskets into the hills, it 
turned into a murderous war of attntion, with all the latest ma- 
chinery for death, and with foreign intervention a matter of 
course, in view of the international stakes involved 
Moreover, even if violent revolution were not a grim prospect, 
it has come to seem remote and unreal m this country Not even 
the Communists any longer wnte about Soviet Amenca After 
almost a decade of economic dislocation and discontent, there is, 
at the moment of writing, not a single movement or a single 
leader tliat can be taken senously as the potential heart of 
insurrection 

We have learned much about the adaptability and flexibility of 
a society as democrahe as ours Tlie old Marxist cliche to the efidrt 
that '‘no ruling class gives up without a struggle” is now uncon- 
sciously recognized as meaningless, at most a tautology of course 
there is struggle, but it need never come within the remotest 
approach to a violent civil war 

Also we have learned much about the adaptability and flexi- 
bility of our economic system It is not a rigid mechanism, dnv- 
ing itself by its own ^inexorable laws to a smash-up, but a human 
organism capable of gradual but profound adjustments, so that 
it may m a comparatively brief history diange to something en- 
tirely different from what it was 
This IS not to say that its toughness and resiliency are unlim- 
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count of the difficult process of thinking, even in the case of the 
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lubon " Since it was a virtue to be "left," then the further ‘left” 
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portance of keeping them going when they perform important 
functions like feeding cities, I have too much respect for the value 
of automatic adjustments, to want to see the whole job of start 
ing up a new economic system dumped all at once in anyone's 
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our extreme left-wingers, is a hombly wasteful and painful proc- 
ess In addition it only becomes possible when a ^eat number 
of the existing going concerns in essential fields cease to function 
In view of the inertia of social habits this is likely to happen only 
under most fnglitful dislocabons, os after a disastrous war No 
sane person can wish to see such dislocations occur 
In the last few years we have learned a good deal about violent 
social diange Like modern warfare; modern revolution has no 
glamour With a better perspective on the Russian Revolution 
we see it not merely as an enterprise of Homeric proportions but 
as a period of total breakdown, starvation, sufifeiing, brutality, and 
finally a glonfication of sheer totalitarian power In Spain we have 
seen at a less distance what can happen if social change degen- 
erates into civil war from the romantic excitement of the first 
month, when boys and girls took their muskets into the hills, it 
turned into a murderous war of attntion, with all the latest ma- 
chinery for death, and with foreign intervention a matter of 
course, in view of the international stakes involved 
Moreover, even if violent revolution were not a gnm prospect, 
it has come to seem remote and unreal in tins country Not even 
the Communists any longer write about Soviet Amenca After 
almost a decade of economic dislocation and discontent, there is, 
at the moment of writing, not a single movement or a sin^e 
leader that can be taken senously as the potential heart of 
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ited It IS at best a somewhat fragile structure of ddicate balances 
We ha've seen too many instances (in central and eastern Kniope 
since 1918) of what suffering may result from a complete loss 
of confidence in the paper symbols by winch the system normally 
functions, to want to take any chances of runaway inflation or 
a collapse of credit The real world in which we get food to eat 
and clothing to wear is dominated by the unreal make-bdieve 
world of credit Remember August, 1937, when production began 
a vast and swift decline because of events largdy in tlie mental 
world Remember that money is no longer gold, but bank "de- 
posits,” "check-book money ” 

Nowhere is the structure of promises to pay so intricately elabo< 
rated as in the United States. To be sure, nothing that has hap- 
pened yet, even in the hanking crisis of 1933 and the subsequent 
devaluation, has done more than cause a quiver at the top of that 
structure, and far more drastic operations could be performed 
without cause for alarm But it is not difGcult to conceive the 
kind of calamitous panic that mi^t seize our financial and saw 
mgs and insurance institutions if an administration were to be 
elected on as drastic and naive a program of socialization as is 
sometimes drafted by minor left-wing groups (On that very 
account it would never be elected ] Such vast edifices as the Bank 
of Manliattan Company Building on Wall Street, or the Stock 
Exchange, or the Metropolitan Life Building on Madison Square, 
or the "Pit” in Chicago, will not collapse in the real world with 
out a good deal of very real dynamite, but the vast paper struo- 
tures they represent may collapse with only a little social dyna- 
mite, and with a tenible toll in human suffering 

Economic reformers deal so much m abstractions that they may 
become somewhat d^umanized. They should be careful never 
to be glib about the possibilities of pain And they should never 
forget that their own special interest in efficient production of 
food and clothes is only a part of human life It is important to 
keep in mind the unstatistical values that people get out of going 
their own way, out of doing things for themselves Freedom of 
individual choice, democracy m all possible group decisions, 
automatic rather than authoritarian controls, these oU caution us 
to avoid dictatorship and bureaucracy like tvnn plagues 

Finally, if the essential differences between the existing eco 
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nomic system and a workable '"economy of abundance” are as 
slight as this whole study seems to indicate^ then it is a special 
folly to draft programs that involve unnecessary stresses or strains 

We have enough limiting factors now to permit us to formulate 
a set of rules for the transition Tliese are purely arbitrary, and 
you might formulate them into five or into a hundred, hut ten 
is a convenient number to make our problem concrete 

don'ts for social planners 

1 Don’t let “going concerns” run down keep tlie wheels 
turning 

2 Don’t try to change non-essentials the essential changes 
are drastic enough to satisfy any would-be revolutionist 

3 Don’t scrap any existing institution or social habit you can 
use a slight change of direction may be all that is necessary 

4 Don't let the credit stmctuie with its paper values collapse 
otherwise you can’t observe rules i to 3 

5 Don’t attack any chenshed social myth unnecessarily, while 
you are building new ones 

6 Don’t set yourself or youi word magic up on any pedestal 
we’re all in this together, and the more of us who can take an 
active part in working our way out, the better for all concerned 
Tins means no dictators, no orthodoxy 

7. Don't centralize any power or any function unless vital 
automatic controls and decentralized administration are always to 
be preferred 

8, Don’t bother with "ownership ” The controls you want are 
almost never dependent on it. 

9 Don’t aim at the politically impossible proposals are no 
good if they can’t be passed as legislation and applied 

10 Don’t try to do piecemeal wliat must be done in a lump 
you can’t jump over a ditch by a senes of short tentative jumps; 
all non essential steps, however, can be postponed and taken one 
at a time 

This final Don’t should be a warning a^inst many familiar 
types of social reform The "Social Democratic” movement, for 
instance, agreeing with most of the other Don’ts and agreeing 
in general on the importance of economic planning, has visualized 
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tlie transition as one of gradually subjecting one industry after 
another to public ownership But because the essential hurdle 
was never faced, capacity production ("for use") as contrasted 
witii irregular and inadequate production ("for the market"), the 
tentative experiments with "socialization" never even approached 
the objective of an economy of abundance Tlie British Labour 
pariy, the German Social Democrats, the French Socialists, have 
all muffed opportunities, not merely because they were not given 
sufficient power, but because they really did not know what to do 
Tlie same is true of the co operative movement, which has ob* 
seirved all the Don’ts of caution, but not the final Don*t of bold 
ness It has aimed to chisel away the profit of business men for 
the benefit of consumers But it has no way of assuring tliat pro 
ducers will produce at capacity or that consumers will have pur- 
chasing power up to their capacity to consume, "production for 
use" has remain^ a mirage for them, too 
Tlie monetaiy reformers of vanous kinds contented themselves 
with adjustments to hold up purchasing power, but they ignored 
the investment problem and assumed that production could take 
care of itself without other controls Their proposals might he 
great improvements, but they could not achieve stability and 
abundance 


Outlines of a Program 

I have said there was agreement on the general economic goals 
of abundance and stability ns well as growth And I have told how 
I came to bdieve that the specific economic problems to be solved 
revolve around the few closely related questions of prices, pur 
chasing power, investment, and government fiscal policies Let me 
examine these problems more closely 
One cause or trouble is tliat varying degrees of monopolistic 
control over supply and pnce make for varying degrees of adapta- 
bilily to the ups and downs of Ihe business cycle But one of our 
purposes is to eliminate the business cycle, which will mean more 
stable prices, it is obviously better then to give all prices the 
stability obtainable when they are monopolistically administered 
than to try to give them all the high variability of, say, agricul- 
tural prices Since a high degree of ‘monopolistic competition" is 
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inevitable anyway, and since the difficulty of adjustment between 
administered prices and free prices is a major cause of disequi- 
librium, IS it not better that all prices be administered to tire 
same degree? But if '^monopolistic competition” is to become the 
rule it IS essential that it be as intelligent as possible this means 
full information at all times regarding the state of the market, 
experimentation m the opening up of new markets at lower puces, 
perhaps government "yardsticks” 01 other checks to make sure 
that prices never become ngid 

Such a puce policy will make possible a consistent labor and 
management policy No longer need there be demands for lower 
wages because prices are falling Furthermore, organized indus- 
tries are easier to bargain with than fly-by-night sweatshops Tlien 
again, since the maintenance of purchasing power is a conscious 
objective, minimum wages established by legislation (and by 
"yardstick" in public employment) will continue as essential 
features of our program In addition, recognition of tlie functional 
purpose of group pressures as an essential feature of a free society 
will mean the permanent establishment of a democratic system 
of organization, m which the various interests in industry—labor, 
management, and the consuming public— will have continuing 
representation 

I know no better word to describe this democratic organiza- 
tion of industry (it was crudely attempted in the NKA) than 
"corporative,” despite the unpleasant fascist connotations If you 
will think of it m the more familiar American terms of a demo- 
cratic, representative, federal structure, rather than a blind for 
dictatoisbip, it may serve my purpose. 

One of the chief economic advantages of such a structure for 
purposes of stability is that for the first time it will become pos- 
sible to plan for a steady rate of capital expansion in each industry 
and in all industry The main economic problem is, after all, to 
maintain the proper volume of investment. 

Keyes's conclusion that investment must be "socialized" needs 
definition and elaboration There are two aspects of investment, 
private investment and public investment There seems no reason 
to bdieve tliat private investment will ever again nse to sufficient 
volume to absorb all savings and maintain full employment, but 
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it IS certainly desirable to stimulate it as as it will go, and 
keep it reasonably steady. 

Besides the long-ian^ planning made possible by more com- 
prehensive industrial organization, perhaps the best method of 
controlling private investment would he thiou^ controlling in- 
vestment banking Conceivably private investment banking mig^t 
be so hedged about with regulations, and subject to such contin- 
ual governmental supervision and integration, tliat it need not 
be nationalized But with the present meagerness of the business 
of floahng securibes it might be easier for the government to set 
up its own investment banking system now, b^ore the business 
became once more lucrative with returning piospenty, and thus 
to make it essentially a public function 

As well as floating securities, such a public investment banking 
system should handle all long-term or capital loans At present 
it IS difficult for small and mmium-sized corporations to get new 
funds for capital eimansion, as compared to big corporations And 
if there is to he adequate control of all new investment it must 
cover long-term loans as well as new securities Only thus can 
the interest rate be brought low enough to encourage business 
men to borrow 

Moreover, public control of investment banking will end the 
control of industry by private investment bankers Bankers have 
become watchdogs, if not masters, of the industries they have 
hdped finance A public system of investment banking would 
permit a growing supervision of “private" business corporations 
in the public interest, and would facilitate inter-nidustiy co- 
ordination. And just as private banking encouraged pnvate hold- 
ing companies, as wdl as investment trusts, throum which in- 
vestors could lessen their risk while relinquishing the last elements . 
of control, so a public system might lead to public administra- 
tion of and responsibility for pnvate savings From this it is only 
a short step to the finanang of all such investment as is derived 
from private savings, by means of the sale of government 
securities. 

So much for private investment Public spending must take up 
all the slack left by inadequate private investment 

Much light has been thrown on this problem recently by the 
experience of Sweden in using its budget as the decisive factor in 
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general economic stability It conceives of government expendi- 
tures under three heads The first constitutes all regular ^em- 
mental expenses, administration, defense, etc, which should be 
covered by current taxation. Tlie second includes those revenue- 
producing public investments which may be expected to iiay for 
tliemselves in whole or m part, such as housing, power plants, 
toll bndges, and the like, these are just as legitimately financed 
by borrowing as if they were private ventures, when set up as 
public coipoiations, with financial autonomy, able to sell their 
own securities on the market, the analogy to private business is 
complete Tlie third type of government expenditure is for public 
work such as highways, which, while not revenue-producing, 
constitute permanent assets, die assumption is that they add to 
the nation's wealth and to its productive capacity, and hence to 
the taxable national income of future years, therefore it is con- 
sidered legitimate to finance these also by borrowings, for future 
tax revenues will be able to carry the added burden 

This highly sensible approadi to public spending seems to have 
been accgited by the American New Deal its assumptions run 
all through President Roosevelt's messages to Congress at the 
beginning of 1939 It seems to have been developed in Sweden 
originally more out of pragmatic than theoretical considerations, 
and to have been accompanied by the belief that "deficits" in 
lean years would be counter-balanced by surpluses in prosperous 
years, rather than by the belief that government investment must 
be continuing and permanent But it is equally applicable to the 
latter policy 

The basic pnnciple of ^ubbe investment must be the assurance 
of jobs to everyone seeking employment, for there is no better 
measure of "full production" than "full employment" But the 
termination of unemployment "relief" should not mean tliat other 
direct money payments to individuals would cease Both to iron 
out temporary maladjustments (chiefly by means of unemploy- 
ment insurance payments), and as a permanent aspect of public 
investment, the direct payment of "social dividends” in the shape 
of pensions, insurances, and other supplements to earned income 
should continue These payments serve the same purpose in main- 
taining purchasing power as investment in tangible assets 

It might be asked at this point how much spending a govern- 
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meiit must engjige m, through these vanous types of public in- 
vestment, to maintain full employment No simple answer can 
be given Obviously the richer the country, the greater the sav 
mgs, and therefore the greater the need for investment Obviously, 
too, the heaviest expenses will come in the first stages, private 
investment is not likely to pick up until it has seen a convincing 
demonstration tliat a ^ivernment is determined and able to mam 
tain purchasing power pennanently On the other hand, creatioii 
of sucli an atmosphere miglit create such a boom that for a shorl 
period public investment could taper off almost to nothing. Tlu 
only guess that may be ventured at this stage of my argument 
IS that public investment must be more nearly on a scale com 
parable to that achieved by Germany in the last few years thar 
that of England and the United States 

Another question which cannot be answered dogmatically con 
cerns the financing of the public investment We saw in a previous 
chapter that there is no reason to raise the bogeyman of inflatior 
merely because budgets are unbalanced And it was suggcstec 
tliat a considerable injection of new money might be advisabk 
dunng the early stages of a return to full production, but tha 
when such a stage was readied there must be a balance bctweei 
purchasing' power and the goods and services offered for sale 
Tlie basic monetary problem is to maintain investment at tin 
rate of saving Several alternatives present themsdves, and prob 
ably a sound political economy would make use of all three First 
the government can tax the larger incomes so heavily that n( 
hoarding occurs Second, it could tax hoardings to discouragi 
their accumulation. Third, it could borrow as hst os hoarding 
accumulated 

But here a new difficulty arises. Because of the nature of tin 
banking system and its checkbook money, die government cai 
borrow from the banks without reducing the "idle balances” tha 
may be on deposit there, for the banks can create new "deposits 
for the government So long as those private deposits remain idl 
no harm will be done In effect the government and the hanlc 
will be creating new money to take the place of that withdraw 
from active circulahon But the piling up of further "idle ba 
ances” (and with full employment tliey might pile up at a vei 
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much more rapid rate) raises the problem of potential inflation 
if their owners ever sought to spend them all at once 

It would seem as if the best solution of this difflculty would 
be to provide safeguards against “disdioardings" rather than penal- 
ties on hoardings A simple procedure might be to require banks 
to treat all deposits of more than a certain amount as savings 
dqiosits, putting them 111 Special accounts where they would he 
invested in government bonds or other proper secunties, and 
where they would not be subject to withdrawal without tlnrty 
or sixty days’ notice To make such provisions watertight it would 
probably be necessary to provide penalties against hoarding air- 
rency (such as are now provided in tire United States against 
hoarding gold), and against evasion by the scattering of deposits 
in several banks 

The net effect of sucli measures would be to assure tliat the 
government could tax and borrow funds for investment equal to 
those saved and not pnvately invested Hie dioice as between 
taxation and borrowing is an arbitrary one, largely to be deter- 
mined by political and social rather than economic considera- 
tions Too heavy a tax program in the beginning would defeat 
the ’’mles for transition'* I laid down earlier The interest burden 
on outstanding government securities is, as I previously pointed 
out, not very serious In the United States, if the tax exemphon 
on government secunties is removed, the procedure is merely one 
of paying out interest with one hand and taking it back by taxa- 
tion, perhaps largely from the same people, with the other 

In pre-depression days, savings were ^annded into investment 
and new money was created as necessary, m the coarse of issuing 
scores of billions of dollars' worth of securities and the creation 
of scores of billions of debts by private entemnse Now that the 
process of adequate pnvate borrowing has ended, there is nothing 
“unsound” in governmental enterprise doing tire same thing A 
hundred billion or two hundred billion dollais* worth of govern- 
ment bonds outstanding, backed by the taxing power, are no 
more “unsound” than an equal amount of private securities, 
backed only by the dubious prospect of “taxing” the consumer 

The question remains whether all this new fiscal policy to main- 
tain equilibrium between savings and investment, and between 
purchasing power and productive capacity, can be carried througli 
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witlioul: nahonalizmg the hanlcing system. How can the nghl 
amount of money— subject to no unforeseeable fluctuations of 
volume or vdocity—be assured, while private bankers retain the 
power to create credit money at will? 

TTie answer seems to he that if the goveniment controls the 
"central bank” and the investment banking system, commercial 
banking can be safely left in pnvate hands As we saw, private com- 
mercial banks perform most of their functions adequately— 
bookkeeping, safekeeping of funds, the maintenance of checking 
accounts, tlie bringing together of individual savings, the issu- 
ance of commercial loans for the production and distnbution of 
goods But if they are deprived of their investment business (this 
need not mean that they cannot buy outstanding secunties, but 
that they cannot float secunties, or lend money for capital ex- 
pansion), and thus depnved of their domination of business and 
industry, their power to create credit money is rendered harmless 
Commercial loans, as I have pointed out, carry no danger of 
inflation While in time of depression, their volume is not large 
enough to make banking profitable, and most large businesses 
in effect do then own short-term financing, die expansion of busi- 
ness to prosperity levels, plus the restrictions on hoardings previ- 
ously mentioned, would greatly expand sucli borrowing, and the 
interest on commercial loans provides a legitimate means of pay- 
ment for the bookkeqnng services winch the banks maintain free 
m connection with checking facilities. 

Thus pnvate banking, deprived of its power for harm, takes 
its proper place as a comparatively minor but legitimate form of 
pnvate enterprise * 

One further point arises in connection with this program for 
public management of the monetary and credit features of our 
economy the effect on them of foreign trade The integration of 
industry, to assure sound price policies, which is the first part of 
this program, is also likely to be upset if foreign trade remaim out- 
side the controls set up 

* It IS interesting to recall tliat tlie Nazi planners b^n by insisting on a 
high degree of ccntiahzed control over hanking But once their autarchic Four 
Year Flan for militaiy effectiveness was solving the three problems of full 
employment, a balance of purchasing power and consumer goods, end a 
proper rate of investment, they rdaxed tlieir hold over tlie banlung system 
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Many liberals who call for management of other parts of the 
economy, even such a drastic step as nationalization of banking, 
ding to the old-fashioned notion that greater “freedom” of trade 
is desirable Yet it should be obvious that the present trend is 
toward a controlled trade in every part of the world Economic 
nationalism, autarchy, varying degrees of collectivism, are every- 
where accompanied ^ a shift to trade by planned exchange rather 
than by laissez fiaire The barter agreements entered into by the 
totalitarian states, and in a lesser degree the reciprocal trade 
treaties entered into by free-trader Secretary Hull, are halting steps 
toward an intelligently balanced world trade planned by collective 
agreement 

If trade by the haphazard competition of pnvate business men 
m pursuit of profit seems preferable, it should be remembered 
that it was this economic practice winch led to the conflict of 
imperialistic ambitions m 1914 The present trend carries its own 
type of impeiiahstic menace too But it also contains the promise 
of a sane world order And the conscious integration of exports 
and imports with the needs of the domestic economy is in every 
country coming to be essential 

The achievement of q managed foreign trade, along with a 
managed money, can protect the domestic economy nom eco- 
nomic disturbances in other countries All the uncertainties and 
fluctuations and disruptions arising in the jungle of present inter- 
national relations— loss of foreign markets through high tariffs 
and quotas, dumping of cheap foreign goods on the home market, 
changes m worla pnees of staple commodities like wheat, sudden 
fluxes of gold in or out of a country, export and import of in- 
vestment funds— tliese need no longer plague an intelligently man- 
aged national economy. 

The Radical, the Millionaire and the Citizen 

Tlie program of refonns I have outlined may seem drastic at 
certain points to a conservative, but tlieie is nothing hkdy to 
startle an advanced liberal. On the other hand, the radical may 
raise impatient objections that I am merely sedcing to perpetuate 
capitalism None of the usual dements of a socialist program are 
present public ownership of banking and the public services, to 



j88 man's estate 

say nothing of industry, is omitted With no limitations imposed 
on profits, and no emphasis on the taxation of large incomes or 
property, the wealthy class seems to retain its pnvileges 
I myself, if presented with such a program a few years ago, 
would have scoffed at it as an utterly inadequate set of inconse- 
quential reforms, of the type so frequently tned in the past with 
out success I would have thought it impossible tliat so brief and 
prosaic a list of familiar measures could have accomplished tiie 
glorious transformation of our sick social order, and the creation 
of an "economy of abundance ” 

Even the reader who has followed my analysis of the com- 
plexities to he mastered in achieving an equilibniim in the present 
system, may feel that I have oversimplified the solution It is true 
that 1 have so far merdy sketched the broad outlines of the neces- 
sary policies In the next chapter they will be elaborated, in terms 
of specific legislation which might be advanced by progressives 
in New Deal America, and some of the complexities involved 
will more dearly appear 

Yet the essential job to be done is compaiativefy simple, once 
it has been decided to use the existing market mechanism, merdy 
famishing it with ^idance, rather than attempting the oonstruo- 
bon of a completdy new mediamsm, as the orthodox socialists 
have advocated The measures suggested would make possible 
a steady rate of investment, at a level adequate to mamiain full 
employment, and would assure a steady flow of purdiasing power 
to take the goods and services off the market, as they were made 
available, without shortages or oveiproduction or inflahon. 

In the beginning there would be merely oui fiuniliar capitalist 
system, somewhat more rationalized than any yet witnessed, 
moi^t up to a point of full employment and held tliere Full 
employment such as this (which should indude no useless "made 
work" or "leaf-raking’') means a vast increase in the national 
income And the wage provisions and social dividends provided 
for will assure the abolition of poverty 
But there will still be "private ownership," and incomes from 
property. In fact the incomes from property in a system of per- 
manent prospenty will at first he on a sc^e comparable to 1929 
Will this not mean the same corruption of taste, the same mad 
scramble for speculabve profits, the same inflabon of security val- 
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lies, the same excess of savings over real investment, and the same 
final crash? 

I have already stressed that the evils of great wealth are of two 
kinds on the one hand ethical and aesthetic and on the other 
economic So far as the ethical and aesthetic considerations are 
concerned it is to he hoped that our social conscience will con- 
tinue to grow, anc^radually take more drastic action, probably 
through taxation Inough there is a case to be made for the 
millionaire as a creator of new standards of consumption, 1 think 
it a pretty weak case, and should be glad to see the millionaire 
become extinct But to legislate sudi changes before the public 
IS educated up to them might be as unwise as was the prohibition 
experiment 

On the otlier hand, the economic effects of great wealth may 
not be serious, given the program of changes outlined above In 
fact, a natural process of social leveling may be expected by natu- 
ral economic processes As funds for investment are always avail- 
able from government sources, their yield can he driven down to 
any percentage desired Recipients of great wealth will bid up 
existing securities, as they did in 1920, and tins will provide, as 
it did tlien, a great reservoir of idle funds But the government 
can make up all discrepancies of purchasing power in the ways 
suggested Mere inflation of security pnees may be kept to the 
limits of a harmless pastime by various safeguarding regulations, 
eliminating marginal trading and brokers' loans, requiring special 
accounts whidi can be liquidated only gradually In so far as the 
other aspects of the program succeed m making the system 
depression-proof, there need be no worry over panics 

What else do rich people do with tlieir money, besides invest 
it? Th^ spend it on mansions and yadits and racing stables and 
other hobbies, which me expensive because they involve the 
employment of immense numbers of servants to keep up As I 
suggested earlier, in an economy in which there was opportunity 
for useful work for everyone at good wages, it would be increas- 
ingly difficult to get servants Their wages would be raised im- 
mensely, to compensate for their menial social status Yachts and 
great private estates would become too expensive, even for mil- 
lionaires With poverty abolished, riches wll lose much of their 
significance. 
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In addition to saving and extravagant spending the wealthy turn 
their mon^ into power They get control of businesses, banks, 
railroads, they buy newspapers and radio stations and influence 
public opinion, occasionally they buy political power It is the 
argument of the Marxist that, regardless of economic equilibimm 
or ethical considerations, great wealth must be abolished because 
it means power of the few over the many. This is a valid argu 
ment But the kind of organization and oo ordination of indus- 
try we have imagined, as as the public control of money and 
credit predicated, would largely ebmmate the power of wealth for 
economic harm, and tlieie remain only the questions of power 
over public opinion and politics 
I cannot help feeling that the whole tendency of the times in 
our Amencan dcmocnicy is to diminish these aspects of the power 
of wealth It would take me too far afleld to analyze this tendency 
here 1 can only say that from my contact with people of wealth, 
I am convinced they believe tlieir power is waning As the daugh- 
ter of a powerful Wall Street hanker once put it to me m conver- 
sation felt like wnting my Congressman to protest, but then 
I realized I had no Congressman todayl'* 

The most important considerahon m weighing the dwindling 
power of private wealth is the fact that its actual dollar interest 
15 increasingly overshadowed by the dollar interest of the gov- 
ernment itself If it IS the dominant economic interest which rules 


in any social order, then in the present system, and far more in 
the system that would develop if the pio^m here outlined were 
adopted, it is the government salariat rather than the lecipienis 
of property income which would be the ruling class This may 
or may not be a good thing, but tliere is no stopping it. 

I am making mis argument for the increasing harmlessness of 
the wealthy partly because 1 have a special personal interest in 
not seeing them suffer I know a good number of wealthy people, 
they are mostly quite harmless, quite well-intentioned, and quite 
charming But I have reasons that should be more convincing 
If the power for harm of tlie industrialist and tlie financier is not 
too crucial, let us leave them alone Anyone will fight nastily 
when cornered. If tlieir intdligence and mana^ng abilities can 
be utilized, if their cooperation can be secuteddunng the tran- 
sition period, it will be better for everyone In the long run, by 
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natural evolutionary processes already at worlc, the power of pi- 
vnte wealth will tend toward extinchon I am hir from advocating 
that progressive income and inheritance taxes should not be 
pushed ahead in so far ns democracy becomes more effective they 
will be, though less as economic than as social measures But the 
economic effects of achieving abundance will case the millionaire 
miidi more painlessly out of the picture 

Since dieie would be room for all in productive worh, unpro- 
ductive worlc, such as unnecessary domestic service, would, as I 
suggested, dimmish, and with it the chief prerogative of wealth 
While large fortunes would become increasingly meaningless, 
poverty would have been eliminated, and the whole population 
would step into the comfortable middle-class income group. Only 
the true enterpriser and “captain of industry” and the owners of 
existing securities would continue to draw large incomes With 
the government controlling the issue of new securities, and diiv^ 
ing the interest rate toward zero through its monopoly of capital 
loans, it would be possible to carry through the gradual extinction 
of the rentier, as predicted by Keynes With the people as a 
whole substantially in control of their economic system th^ 
could end property income any time they felt it desirable There 
is no reason to think tliey would do so at all promptly 

Finally there is the dfect on inequalities of wealth that would 
arise from the great expansion of pubhc services I have predicated 
a vast annual investment by the government, but have said little 
of the purposes for which it would be used From an economic 
point or view, armaments may be as efitective as parks and play- 
grounds But in so far as intelligent uses are possible, the expendi- 
ture can go directly into raising the hving standards of all the 
people Housing is the most obvious fidd for public investment, 
and there are other public works that may be revenue-producing 
But looking Either into the future, with the immense reserves 
of productive capacity that would in this way become available 
for improving our estate, it is not wholly Utopian to think more 
of parks and gardens and free public services than of armaments 
or dams 

A garden is one of tliose cunous economic goods in which 
the limits of consumption are quickly found No man can walk 
on more than one garden path at once In enjoying the sight of 
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trees and flowers he in no way tahes away from his neighhoi^s 
enjoyment In & city's parks no more than ordinary court^ and 
self-restraint are called for to permit thousands to he accommo 
dated A city’s parks may he inadequate hut th^ cannot he mis- 
appropnated by those who do enjoy them In other words, no 
rationing is needed to make sure that the demand keeps down 
to the supjfly, hence no puce of admittance must be charged 

Such ’’free goods” are, as I have noted before, a growing feature 
of our economy No one can safely take more than his share of 
the highway system, no one can use more than his share of street 
lighting and other municipal services, no child can occupy two 
seats in school 

It is probable that these free goods and services will multiply 
rapidly in the coming years Most city transport services, like New 
York’s subway swtem, could take care of all the traffic even if it 
were free— and thus dispense with all the wasted effort of collect- 
ing fares We shall soon see free milk for all children: why should 
any future citizen be penalized because of ciicumstances he had 
no part in clioosing? So with other staple foods and clothes, 
Ev^ythiiig has to be paid for, of course, in human effort, and these 
costs will be borne by taxation on the market areas of the total 
economy But the spreading of the area of free goods and services, 
in those fields where consumption cannot he misappiopriated, and 
where only ocdinaiy teaming m consideration for others’ wdfare 
IS adequate to avoid abuse, will bring nearer the end of the pe- 
culiar science of economics 

Economics means economizing, to be economical of scarce 
goods There is nothing so cramping as to have to economize 
Iheie 15 no limitation on liberty so absolute and complete as an 
empty pocketbook Tliere is no fireedom hke the freedom from 
want 

With the extension of free goods the price system by so far be- 
gins to lapse It can still be made to govern through its dominance 
in other fields, as the "market socialists” have shown. Some goods 
will remain forever scarce, and some form of rationing by price 
system or lot or ment will always be required, excqit in the case 
of those ranties which by being put in museums or libraries or in 
other public places are at once enjoyable by all But most gpods 
in an emerging economy of abundance can eventually be put on 
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the free list Until, as earlier suggested, the needed labor becomes 
voluntary, some pressure to get the work done is essential, and a 
money and wage system is probably better than any other form of 
compulsion. But perhaps we can look forward to a not-toodistant 
generation wliicli will liave free labor as well as free goods 

Is it a coincidence that the word "'free" can in this way be used 
botli for goods and for human beings? 

The economic problem is concerned with die seeming for man 
of a sufficiency of goods Wlien that sufficiency is at last perma- 
nently assured, economy becomes unnecessary Man at last is free 
when his goods are free 

I liave known most of my life what that kind of freedom is I 
could alwa^ have what I wanted free, with no more ado than writ- 
ing a check I have worked all my life under other than monetary 
compulsions Tliere is nothing "Utopian” about it in the sense 
that it IS inconceivable or that it runs counter to human nature 
I was merely brou^t up in that kind of world, and I cannot 
limit my perspectives of the future to anything short of that for 
my fellow-men Moreover, I know that the achievement of this 
kind of freedom is not any final goal It is merely a beginning 
Perhaps indeed all that has gone hefoi^-man's competition with 
the other animals, his struggles with nature's hostility, his mastery 
of himsdf and his environment-^merely constitutes "pre-histo^,” 
and that "history” begins on that date when man becomes mil 
master of his estate It may be sooner than you think. 
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A MERIGA, until 1929^ was a land of hope. It was fabulously 
l\ nch in resources It offered lots of room to the ente^nser 
JL X Uninliibited by a feudal past> cxc^t m the Dew South, 
the tradition of social equality was still so strong that aass<oon> 
scions politics found no permanent acceptance 'Hie state was al- 
most universally believed, even by those who corrupted it to their 
own profit, to represent all tlie people 

Actually, in that year of die Grand Crash, the American govern- 
ment was for behind the other maior powers in the development 
of institutions for social planning and control But its political and 
social tradihons were more favorably disposed for action that could 
make a reality of economic democracy tlian those of any other 
country 

The veiy weight of America's wealth meant a heavier crash 
when it fdl And the gap between its best recent performance, in 
^937i when ei^t or ten million were still unemployed, and full 
production, is (and, as Keynes shows, must be) greater tlian in 
any odier country Hence we have had to move more rapidly in 
the acquisition of the necessary social controls. In large measure 
this_pace is due to our liaving the unusually a^ressive leadership 
of Franklin Roosevdt But even without Roosevelt we should 
have moved rapidly 

For die successful solution of die economic problems raised in 
this book, America is m an amazingly fortunate position. Physi- 
cally and spiritually we "have what it takes ” Though today the 
sicknesses of this histoncal period have reduced a larger portion 
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of OUT population to hopelessness than in any other country, the 
dominant philosophy is still an absolute faith in progress and in 
the destiny of the common man 

Physically we have the only integrated continental economy out- 
side of the Soviet Union, but unlixe the Soviet Union our indus- 
trial plant IS largely built Our plant could turn out "abundance” 
almost from the start of its full and intelligent use, with no bdt- 
tightening necessary during the construcbon period 

It 15 easy to forget what advantages geography has given us 
Apologists for the “Amencan system” f^by whici is usually meant 
the industrial status quo) often daim the credit for a standard of 
living that IS in reality largely traceable to natural resources other 
countnes, with a similar "system” and an equal glorification of 
"individual initiative," have lagged far bdiind With vast stores of 
the essential minerals easily accessible— iron, coal, oil— with a great 
network of natural transportation facilities available in our nvers 
and lakes, wifii immense stretches of incomparably rich soil, ap- 
parently limitless forests, and great power sites from Niagara to the 
Colorado, we could hardly escape success Today, in spite of an 
orgy of waste as devastating as a dozen great wars, we still have 
so much of our natural hentage left that, if we learn how to uae 
it and how to conserve it, countless generations may live on this 
continent with never a fear of want 

SpintualW, too, out hentage is one that warrants no pessimism. 
It IS tme that Amencan democracy has never been perfect or se- 
cure But time after time the fundamental American concepts 
have been asserted and reasserted We gained independence of 
England only to be endangered the Federalists* anstocracy of 
the Sch and well-bom.** But Jefferson's humanist spint and 
Jackson's muddy hoots accomphsned a second revolution which, 
by according to George Counts, earned the idea of human 
equality higher in most of the United States than it ever reached 
m any other time or place Slavey remained to be eradicated, its 
aftermath in race subjection is with us yet, but progress is bang 
made there, too. It is true tliat, between the Civil War and the 
turn of the century, a new aristocracy of wealth set back democ- 
racy once more Plutocracy and its corrupt political bosses reigned 
supreme in most of the new smoke-blackened cities, in the venal 
state capitals, and at Washington But m the nation's villages and 
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small towns, which were feeding the ravenous cities, and out m 
the still open West, the old spirit lingered on At the same time 
the conscience of the literate was goaded l^the muck-iaheis The 
Populists, Biyan, the city refoimcrs, the Tiust-Busters, tiie pre- 
war Socialists, Ic^t the tradition vigorous The plutocracy, even 
when triumphant, was on the defensive, forced to justify itsdf 

In the ti^tieth century the plutocracy, though still growing 
anthmetically, began idahvely to lose ground The social con- 
science, once awake to the contrast between the of happi- 

ness” in the Dedaiation of Independence, and the pursuit of 
wealth of a Rockefeller or a Morgan, refused to be lulled back to 
sleep A labor movement, able more and more to ke^ its hat on 
in th^resence of the boss, reasserted tlie old principle of equal- 
ity * llie mass production standard of living, which idealized ”a 
car in every garage” and whidi in the twenties tended to put every 
worker in the new industries psychologically into a white collar, 
and on a level with the new middle classes of the professions and 
service trades, went far to bring the whole population in spint not 
down to but up to a common social class It was often difficult to 
tdl the worker and the boss apart if you met them on the street 

It seems to me that Geoige Counf^ recent book, Prospects ^r 
American Democracy, though a magnificent study of the use and 
decline of American democracy, gives too little recognition to its 
resurgence in the last thiiU or forty years It is true that the early 
promise was blighted by plutocracy, and that even at the height of 
the "new era” in the twenties there were vast areas and vast strata 
of the population little better than feudal serfs, and of course, 
since 1929, the devastation wrought by poverty and unemployment 
has smear^ the face of our vaunted American dream But even 
m my own lifetime I think I have seen a marked increase in the 
democratic spirit The snobbery in which I was raised is becoming 
extinct "Good” servants are liard to find, as every wealthy house- 
wife knows. Sharecropper peonage is a national shame, not an ac- 
cepted part of the order of Bungs. 

The vitality of our classless heritage goes further than merely 

* When the Steel Workers Oimnizing Committee in 1937 rented a lavish 
suite In a Pittsburgh skyscraper ^ its unionization campaign, a few floors 
above the offices of the Iron and Steel Insbtufce, the outward trappings of 
social equality were re-established with dramatic finality. 
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tlie protection of ancient liberties or the reasserbon of a lost so* 
cial equality It holds every promise of being able to carry through 
a social transformation in a way denied to European peoples In 
Insurgent i^erica I tried to show how the buoyant '*middle-dass 
psychology" of tins country, while discouragingly incapable of be* 
ing aroused to a "class stru^e” along the proletarjan*capita]i 5 t 
lines of the Marxist teaching, is capable of a new insurgency The 
dream of the "more abundant life," as a universal ng^t, may be 
potent social dynamite 

We are a little ashamed of our crack-pot movements And the 
consistent fumbling of the New Deal has, at tlie moment of writ- 
ing at die end of 1938, lost much of the people's enthusiasm. But 
what European country in these critical years has seen anything to 
compare m buoyant optimism with sudi symbols as the Blue 
Eagle, "Every Man a King,” "Tliirty Dollars Every Thursday”? 

Tliere are darker symbols to be sure There are feudal satrapies 
in Maine and Arkansas and Florida There are Liberty Leagues and 
Tom Girdlers and the vigilante "Associated Farmers ” But who 
will say these are not back eddies, who will say these are in the 
main stream of Amencan life today? 

Tlie New Deal itself is the best possible example of why we may 
have hope in the vitality of Amencan democracy Pragmatic, ex- 
perimental, almost happy-go-lucky, it has blithely gone ahead with 
measures of the most profound radicalism (m comparison with its 
antecedents) without arousing effective opposition Many of its 
measures have been ill-considered, vacillating, unrelated to eadi 
other It has encouraged monopoly and then attacked it It has 
taken surplus land out of cultivation and reclaimed new surplus 
land for cultivation It has sou^t the co-operation of business and 
finance and then called them names The result has been a failure 
to achieve prosperity, a growing loss of confidence on the part of 
the middle classes, and a growing hatred on the part of the old 
ruling dass Yet if you consider that its first polibcal setback in the 
fall of 1938 was at the hands of Republicans who almost every- 
where were endorsing the New Deal aims (merely atta^ing its 
"methods”) and who even went beyond it in certain instances, 
such as the frequent endorsement of tlie Townsend Plan, then 
you must admit lhat the New Deal has been astonishingly suo 
cessful It has won proletariat and middle dasses together to the 
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essential idea of positive governmental intervention to assure the 
popular welfare The only division of classes it has created has been 
of a loose and comparahvely harmless sort, the ncher you are the 
less you like Roosevdt Nothing more (nor less] senous than that 

^^^ether the New Deal represents a sufficient alignment of 
forces to permit further change, and what general political strategy 
may be able to carry through the specific changes suggested in this 
book, will be briefly considered later in this chapter What I have 
wanted to stress here is the extent to whidi the New Deal has pre- 
pared America for change, shaken it out of its smug lethar^, 
demonstrated tlie potentialities of American political methods 
Ihose pessimists who still repeat the formulae about the state as 
the "executive committee of &e ruling doss" must now labor long 
hours to prove its validity, in the face of a political regime whidi 
commands the loyally of but 28 per cent of the "promerous” 
American democracy has proved mat it has the youthful vigor 
to do the ]ob that European democracy has bungled. 

The New Deal Foundation 

Almost all die types of governmental response to the increasing 
difficulties of laissez fane capitalism, which I considered earlier in 
general terms, have been exemplifi^ in the United States in the 
years since the Grand Crash of 1929, In die RFC the government 
went into banking and lent money on easy terms In the AAA the 
government tned to meet the discrepancy of flexible agricultural 
prices as against monopolistic industrial pnces, by enabling the 
farmers to set up their own monopoly for administering puces In 
die RA and it tried to meet tne discrepancy between flex- 
ible agncultural prices and rigidity of farm enterprise by helping 
farmers to move off submarginal land and resettling mem else- 
where 

In the NRA it tried to meet the discrepancy between rigid mo- 
nopolistic paces and the flexible ones or "chiselers," sweatshops, 
and pnce-cutteis, by forcing all businesses into monopolistic trade 
associations masquerading as "code authorities ” With the failure 
of the NRA it began anti-trust prosecutions to force all businesses 
back to pace-cutting practices 

In the FERA, CWA, PWA, and WPA it tried to fill the vac- 



A new deal 399 

uum m people’s stomachs and m the nation’s stream of purclias- 
ing power caused by the cessation of private investment, by corrab 
ling people’s timid savings and by creating “new money”“'purap- 
pnming to the tune of a twenty-billion-dollar increase in the na- 
tional debt (the British achieved the same result by taxing instead 
of borrowing] , it in eCEect took over the function of investment it- 
self In the process it has incidentally given the public new roads, 
schools, par^, concerts, and a host of other new free public 
services 

In the TVA it sought to induce a particularly rigid and particu- 
larly unmtdligent monopoly pnce—that of electric power— to a 
level where a vast new demand could he opened up Inadentally 
it began to r^abilitate a whole run-down area, and it learned 
much about the technique of the autonomous government cor- 
poration. 

In occasional "breathing spells" it has sought to encourage pn- 
vate enterprise to restore the old levels of pr^te investment, but 
everything else it was doing kept “confidence” from returning 
Then it would turn to an "excess profits” tax, to force business 
either to invest its reserves (“liquidity preference” being unduly 
hi^) or to distribute them bock into the spending stream, only to 
have a new collapse of confidence Then as the burden on its own 
administrative machinery became increasingly heavy it sought “re- 
organization” only to confirm the worst fears of the business com- 
munity that what it sought was a Soviet dictatorship, at which, in 
a panic, capital "went on strike," and a new depression started the 
whole process on a second round 

The New Deal has not succeeded in putting the unemployed 
hack to work, in rehabilitating the forgotten "third,” in solving 
the basic economic dilemmas. Yet, if the economic analysis of this 
book 15 correct, its measures have for the most part been sound 
If it has failed it is because these measures were not pushed far 
enou^ and were not integrated into a single comprehensive as- 
sault on capitalist failure In certain respects this is less the fault 
of the New Deal than of the enemies who emasculated its meas- 
ures when they could not defeat them Yet in the final analysis the 
fault IS perhaps simply that even the most intelligent New Dealers 
were working in the dark, responding to pressures without a clear 
understanding of the problem and its solution 
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Without worrying further over the reason for previous failures, 
let us look once more at some of tlie assets winch the New Deal 
has to date made available for future planners It has laid down 
the principle that no one sliall starve, that no one shall be per- 
mitted to fall below a certain minimum standard of living, and 
that every employable person is entitled to a job As we saw m 
an earlier chapter, this pnnciple carries especially important con- 
notations in a country conditioned to the idea of abundance. 

Moreover, the more technical pnnciples of monetary and credit 
and investment control are likewise on the way to acceptance 
The Federal Reserve Board is dominated by the government, 
money is frankly “managed," investment banking is officially di- 
vorced from commercial banking, and the Securities Exchange 
Commission has begun making over the investment markets The 
necessary changes have not gone far enough to be beyond the re- 
call of a sudden return to Harding “normalcy." But no signs point 
to another Harding 

As for the necessary integration of industry, tlie undue haste 
and the inevitable mistakes of the NRA result^ in a serious set- 
back It took two years to restore Section ya of the extinct NIRA, 
and the Wagner Labor Relations Act is still liable to revision, 
thanks to the A F of L-GI 0 feud It took three years to r& 
store the wages and hours provisions of the codes And the present 
empliasis on the evils of monopoly suggests that it may be even 
longer before the problem of “administered prices” can be intdli- 
gently faced again. But if there has been some loss of ground there 
has also been some ground gamed 

Since the Blue Ea^e era, a considerable new administrative 
personnel lias been trained in Washington Tlie confusion of new 
governmental agencies not knowing each other’s limits and eter- 
nally coming into conflict or giving the public the “run-around” 
has had time to straighten itsdf out And, though the continuing 
division of labor’s ranks remains an obstacle, the vastly increased 
strength and experience of the labor movement means that if 
"code authorities" were re-established today there would no longer 
be a dumb acquiescence on the part of labor's spokesmen 

Futthennore, the liberal trend m Supreme Court decisions, 
which reached its high point in the favorable decision on the 
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Wagner Labor Relations Act (the legal lights of the American 
Bar Association could not have been more flabbergasted if they 
had seen a liammer and sickle suddenly sprout on the roof of the 
new Supreme Court Building), means that no serious constitu- 
tional problems are now likely to arise If the interstate commerce 
clause covers the manufacture of goods which enter interstate 
commerce, the back of legal opposition to government control of 
business is broken A new NRA need not declared unconstitu- 
tional 

The reaction of the New Dealers themselves to the monopolis- 
tic trends in the NRA remains the most serious obstacle to fur- 
ther progress in integrating out economy There has been a con- 
flict feom the beginning between two kinds of New Dealers— or 
rather it has been a conflict, within the mind of each one of the 
New Dealers, between two approaches 
On the one hand is the older liberalism, wlncli identified laissez 
faire competition with liberty, and therefore viewed Ihe basic 
problem as one of eradicating tlie abuses of monopoly, This was 
in the legitimate line of descent from Jefferson, Jackson and 
Bryan, through Theodore Roosevelt, die elder La Follette and 
Justice Brandeis 

The other tradition was the socialist tradition Maix may have 
been a distant ancestor, but so were Fourier and Brook Farm and 
Robert Owen More recently Bellamy and Veblen and the "tech- 
nocrats’* represented a special Amencan branch of socialist thought 
The concept of our economy as a machine, which must be op- 
erated on engineermg piinciples to produce tlie most mileage per 
gallon, seemed to call for central planning 
It has been one of the theses of this book that there need be 
no conflict between these two approaches, that die best planned 
economy will be one whicli is as automatic and "free" as the per- 
fect equzlibnum of pure laissez faire theory 
But the conflict is still waged in Washington And doubtless it 
IS coming nearest actual blows within the Temporary National 
Economic Committee, set up to study monopolistic practices fol- 
lowing the revived anti-monopoly crusade in the winter of 1937-38 
It appears tliat the anti-monopolists are in the ascendant— certainly 
they will be when the issue 1$ presented to Congress— and it may 
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be that the Committee’s lahois will result merely m certain revi- 
sions of the patent laws and a few new restrictions on the inter- 
lo(iing of corporate controls But it is unlikely the other solution 
wdl be passed over, or long postponed. The integration of our in- 
dustrial structure to produce steadily at capacity can be achieved 
only through a return to the NRA mediod But instead of the 
scramble for monopoly advantage witnessed under the first NRA, 
we may hope for the type of industrial organization suggested 
above, which will not only subordinate the claims of ownership 
to die daims of labor and the consuming public, but will subordi- 
nate the daims of each industry to the harmonious co-operation 
of all 


The Next Stage in Industrial Organization 

It IS not necessary for me to confine myself to generalizations m 
discussing the program which the New Deal or some successor 
must adopt if we are to go forward* Almost all the dements of 
the program I have urged as the logical goal of democratic collec- 
tivism have been offered m concrete, if necessarily still imperfect, 
form (and without relation to eadi odier) by some of the more 
advanced progressives in Washington. 

The most important is a proposal for a new organization of in- 
dustry along the lines I liave discussed It already has had an inter- 
esting history In its oiigmal form it was advanced by Moidecai 
Ezdad, economic adviser to the Secretary of Agnculture, early in 
1936, in hia book $2,500 a Year, he there attempted an application 
of the AAA method of produc^on planning to industry, but "in 
reverse," to produce “plenty rather than scarcity " Starting with 
the esteblished facts of vast unused capacity in industry, and the 
legitimate assumption that a fuller rate of operation would mean 
increasing returns (through the spreading or overhead costs over 
a larger producbon), Ezekid proposed that the government take 
the initiative in getting all major industries to begin an expansion 
program together. If industries were recalcitrant, compliance could 
be induced by the device of a refundable processing tax, as under 
the original AAA In return, the government could guarantee a 
market for the inoreased production, since its migrating blueprint 
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would balance lower pncies, Inghei wages, and a vastly exmnded 
total payroll against t£e increased production offered for sale * 

This ingenious if somewhat mechanical conception received lit- 
tle public attention till it was incorporated in the program of a 
small "abundance" group m New York, the Commonwealth Fed- 
eration, of which I was a member The Commonwealtli Federa- 
tion persuaded a group of progressive Congressmen to take up the 
proposal, and it was drafted and introduced in Congress as the 
"Industrial Expansion Bill” by Representatives Robert G. Allen, 
Amlie, Maverick and Voorliis, in the spring of 19J7. It began to 
attract attention, both from alarmists like Hugh Johnson who saw 
It as an insidious New Deal plot to try to do what he had not 
been permitted to do 111 the NRA, and from left-wing critics who 
points out that it proposed a potentially complete regimentation 
of industry, without tackling the investment and monetary aspects 
of the problem of full production 

A considerably improved bill was introduced in June, 1938, by 
the same sponsors, for further study and criticism Tins expressly 
covered the planning of capital expansion, and provided improved 
techniques for integrating the consumer and capital goods in- 
dustries 

Meanwhile another organization, the American Association for 
Economic Freedom, representing advanced liberal opinion inside 
and outside the New Deal, was revising the whole proposal along 
somewhat different lines It frankly recognized the monopolistic 
features of the present economy, and proposed to treat monopoly 

* In the most recent exposition of his proposal Dr Ezdciel thus outlines 
its mam features **The essentul idea of Industrial Expansion is to have each of 
die basic mdustnes pr^ie tentative progtams for expanding its operations 
and pay roll m tlie year ahead, and then to dieck and revise those tentative 
programs against each other to be sure th^ fit properly Tlien each concern in 
these industries will be given advanced orders Iot the planned production, 
through contracts with a special government agency These contracts will pro 
vide ror tlie public puichaM, nt a discount, of any poihon of die programmed 
production which remains unsold Under these contracts each concern will be 
safe m going ahead with the planned expansion in production and employ 
ment Tm nation, in turn, will incur little risk in having the government 
underwrite the expansion m produchon, for the programs will be so drawn 
and fitted together that the mcrease in production m each industry will just 
about match the increased demand for the products of that industry/' /o^ 
For AH, page 17 (1939). 
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by subjecting it to the rigid supervision of government While 
continuing the Code Authorities of the NRA and the Industiy 
Councils of the Industrial Expansion Bill, tlie new proposal would 
have these bodies purely advisory, and give the enforcement and 
administration of the expansion and co ordination programs wholly 
into government hands A supervisory authority and planning 
board were set up with all necessary powers They would assure 
that no undue profits would be made with the new administration 
of prices Moreover, the new proposal abandoned the processing 
tax as a sanction, since this aspect of the old AAA had been dis- 
credited, and substituted the licensing provision of the Borah- 
O'Mahoney "anti-monopoly" bill as a means of compelling com- 
pliance Finally, it added a completely new provision for the na- 
tionalization of investment banking Wliile the mam assumption 
of the drafters of this provision seemed to be that this was neces- 
sary to break banker-domination of industry, and that till that con- 
trol was broken there could be no integration of industry m the 
public interest, still this new provision obviously greatly increased 
the possibility of control of the essential investment process * 

None of these proposals can yet be considered anything but 
tentative None has clearly understood the nature of monopolistic 
competition and administered pnces, though they all provide a 
mechanism for making the administration of prices socially re- 
sponsible. 

The objective here, if the analysis pursued m tins book is col- 
lect, 1$ not so much the ngid enforcement of centrally drawn blue- 
prints for tlie expansion of industrial production, but the build- 
ing of a permanent structure for intelligently administering both 
wages and prices, facilitating the gathering and dissemination of 
statistical information, so that business men can go forward with 
"confidence," and giving tlie government supervisory powers, par- 
ticularly over new investment, so that it can prevent the dispto 

* The bill being drafted by the American Association for Economic Free- 
dom, 08 this book IS going to press, lins been called the Industrul Reoonstruc 
tion bill From present indications it will be introduced in Congress before 
thtB book appears, the diief aim at present is to publicize and improve it, 
even the most sanguine of its promoters hardly hope for its passage in the 
present Congress 
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poitions and maladjustments to which an uncorrelated business 
system is so subject. 

The measure or measures that seem to be emerging from the 
tentative approaches descnbed would, if earned through into prac- 
tice, fulfill most of the requirements for dynamic equilibrium 1 
have set forth In the first place, the organization of all important 
industries under government auspices would give them all alike 
the advantages of ^'monopolistic competition/* not in some extra- 
legal semi-darkness where they must grope for an intelligent pnee 
level, or ding stupidly to a conventional price for fear of the un- 
known consequences of a change, cracking down meanwhile m 
crude fashion on "chisders**— but all in the full light of day, with 
the best of market estimates to aid them. In some cases there may 
be increased flexibility, but on the whole the effect will be to sta- 
bilixe pnees ngidity and stability are, as I have tned to point out, 
different concepts, 

The second great achievement of sudi a method of industnal 
organization would be its ability to plan for and maintain a steady 
rate of new industnal investment in actual capital construction It 
could try to balance employment'Creetmg investment with in- 
vestment designed to save labor 

Tlie other feature mentioned might turn out to be of only sec- 
ondary importance The guarantee of ultimate sole would rardy 
be needed after the first psychological effect in getting recovery 
well under way Tlie question of sanctions and enforcement and 
inducement, and how much power to leave in the hands of indus- 
try itself, can only he worked out W tnal and enor method 

Since the whole emphasis of modern socialist theory is, I believe, 
to leave a large measure of freedom of enterprise to the individual 
OF corporate producer, and since, in my opinion, property owner- 
ship and pnvate profit are of minor importance, given the neoes- 
SBTV central guidance therefore it seems quite probable that the 
individual business man will feel little more restraint than he does 
today To be sure, all enterprises will be permitted (and com- 
pdl^) to participate m “setf-government” of the industry the 
little fellow cannot be squeezed out nor silenced, but neither can 
he demoralize wages or pnees To be sure, also, all enterprises will 
come under collective bargaining contracts, almost necessarily on 
industry-wide bases, on matters of wages and working conditions. 
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and labor’s representatives will increasingly be beard in the plan- 
ning councils of each industry But many business men are already 
used to this type of conventional co-operation For the most part, 
what is proposed here is business operation in all important indus- 
tries at the high level of “industnal statesmanship” already made 
famiUai m a few advanced mdustnes, rather than the im^ntion 
of completdy new and hitherto unknown standards 
It IS probable that the emphasis on definite expansion programs 
as it appeared in Dr Ezekiel’s first proposal will be of less impor- 
tance than imagined If the aspects of die proposal that would re- 
store “confidence” to business are effective, and a high order of 
predictability of wages, pnces and markets is assured, and if at the 
same time the other measures required to assure a balanced ex- 
pansion of our purchasing power, as outlined below, are success- 
fully tied in with the program of industnal organization, then no 
special effort will be necessary to get industries to expand their 
pToduchon They will expand without outside pressure, to meet 
an expanding purchasing power * 


Hounding Out a Program 

The other measures essential, if my previous analysis is correct, 
require less daboration than the scheme for industrial organiza- 
tion. They may be considered under five heads public investment, 
agriculture, social dividends, banking, and forei^ trade 

1 Public Investment. It is legitimate to assume, following 
Keynes and other leading modem economists, that private invest- 
ment in new capital oonstraction will never again reach great 
heights. Conceivably we could cut down hours of labor propor- 
tionately to the needs of our consumer goods industries alone, and 
enjoy our leisure without attempting to reach a standard of living 
hi^er than our productive capacity now makes possible But there 
IS so much to do, so much debris left over from the days of un- 
mitigated capitalist exploitation, so much to be rebuilt m our ahes 
and out countryside, if we are to be happily adjusted to our en- 

* While this hook was in press I learned of a very similar measure intro- 
duced In Farhament in England by Harold Macmilhn, M P HiS recent hoi^, 
The Middle Way (Macmillan, 1938), discusses tliat measure in ration to a 
general economic approach astonishingly shnilar to my own here set 
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viFonment, tiiat an immense amount of public investment is called 
for (And, for some time to come, our country, no less tlian 
others, will be pouring its energies into armament, tiie easiest form 
of public investment.) 

The best concrete proposal I know of in this direction is one 
that onginated with a group of economists in New York as a pro- 
jected ‘‘National Development Act," and was subsequently intro- 
duced in Congress by Rqiresentative Voorhis in two complemen- 
tary bills (y^th Congress, 3d Session, H R 10516 and 10520) The 
purpose of the proposal is to take up an^ existing slack in the eco- 
nomic astern, due to the ^ilure o^nWe enterprise to employ 
any of those desiring employment The undertakings proposed are 
in general sunilBr to present public works, except Siat there is an 
express emphasis on the necessity that all projects shall he of genu- 
ine social value A constant record is to be Kept of employment, 
and public enterprises are to be immediately expanded as soon as 
any new unemployment appears Workers may always find jobs in 
public employment and are not to be considered r^ief clients. 

The bills provide for the extension of credit at low interest to 
any public or private enterorises Uiat promise an increase in em- 
ployment and offer reasonable secunty tor repayment 

Funds in the Voorhis proposal are to be derived from a direct 
creation of credit, up to five billion dollars, fiar all self-liquidabng 
projects; the Treasury would buy the bonds of a Public Works 
Finance Corporation (which would repay the amount gradually 
from revenues accruing from the projects), and set up credit ac- 
counts in the Federal Reserve Banks to the equivalent amount 
All non-self-liquidating project would be financ^ out of taxation 
These provisions would avoid an increase in the nahonal debt, and 
the obligation to pay interest to the hanks for the mere creation of 
credit mon^ 

Tlie Voorhis bills contain many admirable features There seems 
no valid reason except political emediency, however, for hmiting 
the creation of new money to five oillion, nor for the ban on fur- 
ther expansion of the national debt. If a measure of this kind is 
part of a general program of economic eiqiansion and co-ordination 
there will he a vast amount of real savings seeking investment m 
government bonds at almost nominal rates o£ interest Surely it is 
easier and pleasanter to get this money, whether for sdf-liquidating 
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or non-sdf-liquidaling projects, by borrowing it than taking it in 
taxation The social problem created by the accumulation of large 
pnvate fortunes in government bonds is hardly serious, as 1 have 
intimated earlier^ 

Another possible fault with the Voorhis proposal is its fafluie 
to emphasize housing as a field where public entcipnse is long 
overdue It can be argued, however, that a private construcbon 
boom of large proportions would follow from the general revival of 
prosperity, flowing from full employment in industry, with conse 
quent rises m the average family income, and if loans at low in- 
terest were always available from the government to assist such 
private construction, no large-scale public housing program might 
be necessary My guess would be that a boom in private constrao- 
tion would take place under such circumstances, but it would be 
of the utmost importance, before it got under way, to have local 
and state authorities given increased power to direct building pro- 
grams along better lines tlian the jerry-built monstrosities of the 
last housing boom this probably could be done simply by setting 
conditions to all giants of federal money, as well as supervising 
the issue of all mortgage bonds 

With public investment going to housing or other public con- 
struction, and a policy of additional public lending to public or 
private enterprise at a "yardstick" interest rate, there may be an 
end of unemployment, for any slack appearing in pnvate enter- 

E iise will always be taken up as a matter of course under the Voor- 
is bills Tins public money will serve an additional function, 
moreover, in setting standards for pnvate enterprise in the matter 
of wages and working conditions If work relief is not considered 
a disgrace, nor thought of as an "emergency" program, then pn- 
vate enterprise will have to bid against the government for labor 
It is likdy tliat no further tnmimmn wage legislation will be 
necessary 

2 Agriculture We miglit if we wished permit agriculture to 
work out its own salvation according to laissez fane principles, 
once the rest of the economy was stabilized as assumed If every- 
one seeking work could find it, either in private or public enter- 
prise, and at a good wage, a considerable part of our fanning pop- 
ulation would leave the land With the menace of oveiproducbon 
from marginal and submarginal fanners removed, and with pur- 
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chasing power in tlie cities and towns rising to new heights, the 
remaining fanners would gradually find prosperity But it would be 
on uncer&iin and fitful prospenty so long as the price of what the 
farmer produces is determined by speculation m Liverpool and 
other commodity markets And there is no reason to ask the fanner 
to wait till die rest of die country becomes prosiierous before giv- 
ing him his share 

The “cost of production" measure first proposed in 192^ repre- 
sents die most probable line of development, since there is great- 
est pressure from the advanced farm groups behind it It calls for 
“cost of production" on the portion of a farmer's production going 
to domestic consumption if he chooses to grow mote he must 
take his chance with the world pnee on the rest Tlie marketing 
of the principal agricultural commodities becomes, under the bill 
once more before Congress, virtually a public responsibility 
The weakness of the bill as it stands is that it provides no check 
on the growing of surpluses Farmers would grow as much as pos- 
sible, since they would get the cost of production on a fixed per- 
cental of tlieir crop regardless of how much each one planted, 
and thus, though they would be better off than before, they would 
still be cutting each other’s throats to the extent that they grew 
more than ne^ed domestically, and so long as world puces were 
below “cost of production" (as th^ almost certainly would be) 
However, if the present production controls were retained, as 
they stand in the Farm Act of 1938 (the many intricate devices are 
unimportant here), then to add the “cost of production” pro 
posal would seem to provide all that is needed to restore a pros- 
perous agriculture, except for the question of foreign trade con- 
sidered below 

The definition of “cost of production” by the government mar- 
keting agencies will necessarily be arbitrary, since as in the cur- 
rent measure it should include wages of management, as well 
as interest and depreciation on capital, and it is not clear whether 
marginal costs or average costs are to be taken But tins will work 
itself out by trial and error It has not been a serious poblem 
where tned elsewhere, as in France, Australia, and, I believe, in 
somewhat similar faslnon in our own sugar industry 
No collectivization of agnculture beyond this program is neces- 
sary, even should we wish to socialize our industry We already 
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have estahlwhed democratic procedures for the necessary controls 
for taking polls on crop or marketing schemes and for allocating 
and enforcing production quotas to individual fanners by means 
of their own county committees, organized by the County Agents 
We already have me machinery for planning our agnciiltural pro- 
duction to meet our needs If purchasing power in the whole 
economy is assured, real needs and not mere market demand can 
for the first time find expression Then if, at the same time, new 
legislabon establishes a rational administration of agncultural 
prices, the income of the former can he assured 

Tlie old mdividiialistic former, who grew most of what he 
needed for himself, is gone forever, Tlie modem one-crop fanner 
has neither individualism nor security There has been much ro- 
mantic talk in the cities about farming as a “way of life” Yet, 
since colonial times, it has never furnished a real living Unfal 19x1 
the chief income of die fanners was 111 the form of “capital gams” 
on the value of their land they homesteaded free land, they mined 
the soil, they sold out and moved on Since 1921 they have lived 
on their dwindling capital, and on government subsidy The 
former of the near future will still be able to form his own land 
on his own time and in his own way (provided he does not ravage 
the soil), hut throu^ his own democratic machinery for adminis 
tering prices and planning total production, the acres for which 
he will share responsibility will stretdi to far wider horizons flian 
his own For the first time in modern Amenca, forming may be- 
come a “way of life ” 

3 Social Dividends Once again we might, if we diose^ leave 
the question of the support of those unable to work to laisses: 
foire methods, if a stable economy at full employment were 
achieved With no worker forced to quit at forty-five or fifty be- 
cause he was “too old,” with husband assured of a living wage 
on which they could support a wife and bung up children, widi 
ample incomes from which it would be easy to save “for a rainy 
day” and buy generous insurance policies, it might be possible to 
forget the social security programs devised for an era of insecurity 

Yet we have already em^rked on the other road. There are 
many advantages to be derived from social security and social divi- 
denas. And there is no reason to wait bll the rest of oui program 
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15 finally succcs5ful befiire assuring at least certain minimum pro- 
tections against unnecessary suffering. 

There is no need to consider here any special additional legisla- 
tion Our present social security program is bound to be made in 
creasingly generous, put on a "pay as you go" basis, and made to 
include licalth among the other hazaids for which society must 
talce responsibility if only to protect itself 
From the economic point of view there are two considerations 
Tlie first is that by linking together a taxation program with a 
program of social payments (pensions, insurances^ bonuses, allow- 
ances of vanous kinds), a final check is provided on the mainte- 
nance and distribution of the supply of purcliasing power, as 1 sug- 
gested on an earlier page As we perfect our methods of economic 
planning, both taxation and social dividends may play a dwindling 
economic role, though then importance for effectuating desired 
social policies is likely to last longer 
The second consideration is that the extension of social divi- 
dends in the guise of free goods and services (schools, roads, parks, 
playgrounds, cultural opportunities and the like) is likely to be- 
come an increasingly important sector of our economy, as com- 
pared to production for sale on the market Construction and 
maintenance of these public enterprises require revenue, and, unless 
the government goes in for an at present unexpected expansion of 
revenue-producing activities, most of this revenue will come from 
taxation (The goods and services are free only in the sense that 
everybody pays for them, not merely those who use them; but the 
ehmination of a sales mechanism may greatly reduce their cost ) 
I suggested earlier that these social dividends may in the very long 
mn completely transform the economic and social order 
4 Banking There have been a great number of specific pro- 
posals before Congress for making our hanking system more so- 
cially responsible. If die rest of tlie promm outlined he|:e is 
adopted, with its controls over the flow of purchasing power to 
consumers and to new investment, it is likely that little will need 
to he done to the banking system It performs its other functions, 
as I have said, with reasonable efliciency 
There has been much pressure in Washington for the pubhc 
ownership of the central banking system Su^ a measure as the 
Patman bill for public ownership of the twdve Federal Reserve 
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Banks has considerable following But since it is control that is im 
portant rather than owneiship> it might seem that if any closer 
direction of policy was desired it could be achieved with the pres- 
ent Board of Governors of the Federal Reserve System, the ma 
jonty of whom have been since 1933 appointed by and responsible 
to the government 

The argument that the power to create credit out of thin air 
should be a sovereign prerogative, like the right of coinage, and 
that to leave this power in the banks is to give them power to levy 
tribute on the whole population, and to give them a pernicious 
hold over debtor business, has likewise frequently been heard 
in Congress since the days of the Populists The Binderup bill, 
introduced in the last Congress by Representative Bindemp of 
Nebraska, is an intelligent measure for limiting this power along 
lines demanded by a ^wmg number of economists It provides 
for taking over the Federal Reserve Banks and establishing a 100 
per cent reserve requirement in all private banking, thus prevent 
ing unpredictable fluctuations in the quantity of money * 

But if our previous controls have been adopted there is little 
to fear from the remaining power of die hankers Let us recall the 
previous answer to this argument Banker control as much as any 
other kind of control of industry will have to conform to the re- 
quirements of industrial organization contained in our first pro 
posal, If the government is to lend money at low interest to all 
businesses for expansion or other capital purposes, interest can be 
made to play its proper role Commercial banking, limited to the 
actual financing of specific goods m process of piodnction and dis- 
tribution, tends to maintain at all times a balance between new 
money and new goods, and should therefore be lelahvely harmless. 
If the government takes it over and leaves merely the checking 
and depositing and bookkeeping services to private banks, these 
services will have to be otherwise paid for, so nothing is gamed 

The one important new safeguard required against the economic 
power for harm of the private banking system would seem to be a 
restriction of the lending function to genuine commercial loans 

* Similar controls are earned even forther m another measure, drafted by 
Irving B Altman, winch would gradually replace all private banking by pub- 
lic banbng 
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(say of the type accepted for rediscount by the Fedeml Reserve 
Banhs) All loans for housing or other long-term puiposes should 
be made through the government investoent hanking system, 
sudi as IS proposed in the new version of tlie Industrial Expansion 
Bill outlined above 

As regards the separation of investment and commercial bank- 
ing, this IS at least nominally accomplished already, under the 
Banking Act of 1933 To what extent the power or commercial 
hanks to loan money against securities or to buy outstanding s& 
curities might be retained, if at all, in making this separation really 
effective, I am not prepared to say All I am concerned with here 
is that the commercial hanks should not have the power to create 
long term credit or make loans for capital purposes 
In addition, if the analysis of the preceding chapter is sound, 
and adequate measures are to be taken to prevent a stagnation of 
business tlirough tlie stagnation of funds awaiting investment, the 
new regulations of banking procedures should include provisions 
either against hoarding, or against tlie danger of “dis-hoarding ” 
The suggestion will be recalled that deposits of more than a cer- 
tain size, remaining for more than a certain period, be transferred 
to special savings accounts, the hanks might be required to make 
these "hoards" available to the public investment banking system, 
or for the purdiase of government securities, with adequate provi- 
sion for thirty or sixty days* notice before withdrawal by the owner, 
It was also suggested earlier that restrictions he placed on loans 
for speculative purposes, to prevent the inflation of security values 
by credit winch can be as easily destroyed as created Stock market 
booms are not necessanW harmful (especially if new money is cre- 
ated to take the place or that witlidiawn for speculation), it is the 
crashes which do the harm 

In the course of time it is reasonable to suppose banking will 
become a purely public function The great days of hanking came 
to an end in 1929 Resistance to gradual absorption by public 
agencies is likdy to dimmish, as men of ambition are no longer 
attracted to the humdmm functions left Better, then, to let it 
slowly lapse into government hands, rather than to raise a fierce 
"totempolemic" against all change by threatening anything so 
radical-sounding as "nationalization ** 

3 Foreign Trade. In view of the liberal prejudice in America 
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against a planned and organized foreign trade, mentioned a few 
pages tack, we mig^t as wdl reconcale ourselves to the probability 
that the necessary controls will be imposed here after all the other 
items we have mentioned. Monetary disturbances, in view of our 
huge gold stocks and ihe ability to **stenlize’’ them, are dight 
enough, even today Inter-industry planning could take exports and 
imports into account in such a way as to minimize their unpre- 
dictable effects And before long pressure would put through some 
measure for keeping tabs on foreign trade— for instance, by te^ 
quiimg the passing of all payment throu^i the Import-Export 
Bank, Ultimately we shall undoubtedly come to an integrated 
planning and control of all our foreign trade 

If we can afford to be lax for a while in the matter of trade in 
industnal products, however, we cannot leave agricultural exports 
to the mercies of the world market Since we have already pro- 
posed that domestic marketing of the chief agricultural commodi- 
ties become a public function (largdy under the co operative ad- 
ministration of the farmers themsdves), it is natural to put the 
same controls over the export market There is no reason why 
American farmers should produce cotton or wheat for export^ at a 
loss At present they cannot help themselves Let the government 
take the risk, the "export subsidy" method is sound enough, ex- 
cept when it proposes to abandon production controls In return 
the farmers may well he asked to give the government power to 
limit production for export eadi year in accordance witli the prin- 
ciples of an "ever normal" domeshc granary and in the light of 
condibons on the world market 

Integration and Democracy 

Few of the foregoing proposals sug^t anything drastically un- 
familiar The most important new features are control over total 
purchasing power and over new investment Even as to these, 
there have been tentative attempts at control, as m NRA and 
PWA, which failed only because they were not bold enou^ nor 
sufficiently integrated m a single program. 

The need for integration should be given addihonol emphasis 
If such a program as that here formulated is ever enacted as a 
coherent whole, then the policy-making authontics in each de- 
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partment may have a sufficient understanding of the common goal 
so tliat no SLipTGmc economic authority will be necessary Any such 
scheme for industrial o^anizatioii as tliat elaborated above will 
have a central planning agency to co-ordinate the various indus- 
tries, and this agency will have to tahe into account all the public 
spending and investing policies, and the total purchasing power as 
affected taxation, social dividends, hinn income and the like 
It might ninction as the general co o^inating body for tlie whole 
economy 

It should be remembered, however, that the whole objective of 
tlie economic program laid out here is to set up a mechanism that 
can function automatically rather than arbitrarily Arbitrary deci- 
sions there will have to be, of course But on the whole what is 
wanted is co-oidination according to sdf-applying general rules, 
dependent on full knowledge. For example, the Public Works 
Authority should operate under the general instruction to expand 
its operations (having its blueprints for new projects all waiting 
for immediate utilization) as soon as current statistics of involun- 
tary unemployment show a rise Tliere would be litde occasion for 
arbitrary discretion 

Wliat IS needed, dien, is simply a central advisory body that 
would watch all statistics coming in from the various agencies of 
economic control, and advise the executive when any potentially 
dangerous discrepancies or maladjustments occurred Since the 
best ultimate diecks are monetary, this advisory body might well 
work as an adjunct of the Treasury and the Federal Reserve Board 
The hict that the necessary degree of integration can be achieved 
without any new centralization of arbitrary power, and within the 
existing constitutional framework, itsdf gives assurance that collec- 
tive economic planning will mean no loss of democracy On the 
contrary, the whole program is designed expressly to achieve more 
democracy in the ecxmomic field 
There has been much argument for "economic democracy" and 
"industrial democracy** latdy, as though it were some dear-cut 
phenomenon , tliat could be isolated 
It IS unfortunate that the term "industrial democracy*’ has been 
so widdy identified with collective bargaining Sometimes there is 
nothing democratic about collechve l^rgaining, as when a rack- 
eteer union, or a union whose constitution provides no effeebve 
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chcclc on the officers, negotiates with an employer Tlie bargaining 
process presumes a commodity for sale on the market, tlie labor 
or labor power of the workets In so far as tlie market ceases to be 
the determining factor m economic processes, collective bargain 
ing may in a sense tend to disappear Will this mean that mere 
wul not be unions, or that "industrial democracy” will be de- 
stroyed? Will it mean that the "nght to strike” will he taken 
away? 

So far as an economy of abundance is approached, there will fol- 
low a great increase in outward equality if everybody has good 
food and good clothes and good houses, the whole environment 
will encourage the democratic attitude So far as this is achieved 
gradually and without dislocation, and with a constant effort to 
work through democratic procedures, it will mean an immense 
achievement m "economic democracy " In the scheme for mdus 
trial organization proposed, eacli industrial plan, which provides 
among other things for wages, employment, and working condi- 
tions, will be drawn up by the r^resentatives of the owners, the 
employees, and the consumers, and thus will allow much more 
scope for "industrial democracy,” even collective bargaining, than 
the usual collective bargaining contract. There is no reason why, 
under such a sclieme, or any ottier democratically conoeivra 
scheme for economic planning, the nglit to strike as a means of 
protesting a gnevance should be abrogated but as rational adjust- 
ments take die place of the crude strike weapon— and the strike 
IS even more costly for workers than employers— it will tend to be 
ever more lardy employed 

Who Is to Do the Job? 

Most of the program we liave now outlined is merely a continu- 
ahon and rationalization of the New Deal Tlioiigli the total con- 
ception IS bolder and some of the measures more drastic than any- 
thing emanating from President Roosevelt or his administration 
advisers so hir, there is no reason why the logic of events should 
not push them on to this point 

But I am writing this at the end of 1938 Tlie present Adminis 
tration has only two years of life left The fall dections indicated a 
resurgent Republican party, and were hailed as an indication that 
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the public IS no longer enthusiastic over unbalanced budgets and 
New Deal "radicalism ” As suggested earlier, the general New Deal 
attitudes and approadi are now accepted ly the younger and more 
progressive Republicans, but it would be ratuous to expect tliat if 
a Republican administration returns in 19^, it could initiate a 
program more radical than that of the Roosevelt Administration 

It has not been my purpose in this book to analyze the political 
aspects of social dynamics I might logically leave the program as 
it stands, merely to mdicate tlie type of adjustment that is most 
likely in the course of time to be pursued, by a democracy making 
reasonably mtelhgent use of its ability to learn by its own successes 
and mistakes Moreover, 1 attempted in Insurgent America to deal 
wiOi the social forces that might be counted on to bnng economic 
change, and to suggest a political strategy However, much has 
happened since that book appeared, and a more realistic appraisal 
of the political methods most likely to facilitate an intelligent prO' 
gram is now possible No further important changes m the pmih- 
cal set-up seem likely between die time of writing and 192(0. And 
since my whole aim is to estimate the possibilities for immediate 
pracbcal action, a few paragraphs about political metliods may not 
be out of place 

The events of 1938 seem to have scotched the possibilities for a 
clear cut political alignment on basic issues Roosevelts attempt to 
"purge” his own patty of reactionaries and dnve them into the 
aims of the Republicans was unsuccessful (except in the case of 
House Rules Committee Chairman O’Connor) The Republican 
candidates widely accepted the New Deal "aims,” and in some in- 
stances it even appeared that conservahve Democrats had been re- 
placed by more liberal Republicans Virtually none of the "Old 
Guard” Republicans, who once ran the party for the benefit of 
Big Business, are m evidence The possibility that the two old 
parties would he or could be remodeled so that one stood defi- 
nitdy for piogressivism and the otlier for oonservabsm seems to 
have passed The difference between the actual party stmetures 
(discounting Mr Roosevelt's personal leadership) is no greater 
than it was in the twenties But both parbes are considerably to 
the “lefl^* of where iJiey were 

At die same time the possibility that a new alignment would 
develop through the emergence or a new party has declined In 
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spite of continuing efEorts by a number of orgamzations and indi 
viduals, the most ambitious of whicdi was Governor PliO La Fol- 
lette^s launching of the National Progressives m the spring of 
1938, no effective new party has gained a foothold in any state 
m these tense years, with the exception of tlie American Ubor 
party in New York Even in Wisconsin the Progressive party is 
scarcely a new party, being merely a split-off of the La FoUette 
organization from the old Republican party, its defeat m the 1938 
Sections IS thought by many to end the immediate prospect of the 
La Follettes' new national party. Tlie Minnesota Farmer-Labor 
patty, also defeated in 1938, is liaidly in a position to expand its 
field of operations 

The American Labor parb is caught in a disconcerting dilemma 
It has been unable to make marked progress with independent 
candidates, except within New York City, and at the same time 
its efforts to play oS one old patty against the odier, while leason- 
ably successful in compelling the Democratic party to put up a 
liberal and pro-labor slate, have tended to demoralize its following 
Moreover, as an affiliate of Labor's Non-Partisan League, initiate 
and largely dominated by C 1 0 unions, the American Labor par^ 
is handicapped by A F of L. opposition There is little immolate 
likelihood that the party will organize effectively on an independ- 
ent national basis. Even the C .1 0 convention at the end of 1938 
gave little consideration to the formation of a national Labor 


pa^ 

Ine onl^ hope of a powerful third party 111 1940 springs from 
the possibility that the Roosevelt forces, defeated in the Demo- 
cratic National Ck)nvention in 1940, will take the lead, Bull 
Moose style, in launching a new Progressive party to carry on the 
New Deal. Such a move would have some considerable advantages 
over Theodore Roosevelt's venture Franklin is probably an even 
more popular national figure than was Ins cousin, and the exist- 
ence of strong organization nuclei in the Wisconsin and Minne- 
sota thud parties, the American Labor party, and Labor's Non- 
Partisan League, would make the effort more effective than was 
that of 1912 Fioiello H LaGiiardia or young Bob La Follette 
would be logical standard-bearers fiir sudi a party, if Franldm 
Roosevelt did not run himself 


A political devdopment of this kind, if successful, could very 
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easily pusli on from the existing foundation of New Deal legisla- 
tion to some such program as outlined m this chapter. 

The danger of such an attempt would he in its tendency to 
consolidate conservatives in po>ver in both old parbes, if the new 
party failed to win^ a period of genuine reaction might set in, with 
intelligent gradualism mdefinitdy postponed 
The events of 1938 have tended to conBrm in me a new belief 
in die two-party system If the Republicans vie widi the Demo 
crats in progressive appeals, the possibility seems to open up tliat 
we may continue to have gradual progress to the left regardless of 
which party is in power If a reasonable measure of liberalism con- 
tinues to pervade both old parties to a comparable extent, then 
there would seem to be an excellent chance that democracy can 
achieve social progress more consistently and more effecbvdy in 
this country than in any other There need be no fear of fascism 
For there will be neither acute class struggle nor the political 
stalemate and consequent demoralization that arose in Germany 
and Italy out of the conflicts of sharply opp^ed parties 
It would certainly be preferable that the Democratic party carry 
on in 1940 than that the Republicans should come to power, for 
the Democratic pait/s traditions are healthier And it would cer- 
tainly he preferable that the Democratic party's next candidate 
should be a thorough New Dealer rather tlian a conservative Un- 
fortunately, no candidate now stands out, except Mr Roose- 
vdt himsdf, with the necessary combination of pohhcal charm 
and progressive principle Whether the obvious objections to a 
third term are to be ignored will d^end on all the other alterna- 
tives open 

The probabilities seem to indicate that there will be neither 
third party nor third term, but a mildly liberal administration un- 
der one of the old parbes in 1940 What then becomes of the New 
Deal, and of the New Deal" proposed in these pages? 

Here again it might be logical to advise a laissez fane attitude 
The internal pressures of our social and economic organism will 
compd the changes in due course of bme Yet the possibiUbes of 
delay, suSenng, potential calamity, are too great in the modern 
world for any of us to be willing to stand still. What then? 

It is to he expected that there will be a growing awareness of 
the nature of tlie economic problem on the part of progressive de- 
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ments throughout the country The lessons of Europe are ham- 
menng insistenOy at our ears The ’‘Monopoly Committee” is 
hhely to bnng much that is fundamental to the surface of puUic 
discussion The very instinct for survival on the part of the New 
Dealers should make them readier in the remaining two years of 
the present administration to look boldly for a way out of the 
present stalemate 

Much could be accomplished if the progressive elements in the 
federal administration, in the states, in the labor movement and 
elsewhere, were to come to an increasing agreement on what needs 
to be done Whether or not any concise formulation of progres- 
sive policy OF organization emerges within the next two years, to 
make more certain that the New Deal canies on, is perhaps of less 
importance But it might be worth attempbng. 

President Roosevelt was probably right when he told Upton 
Sinclair in 1934 tliat he was going ahead as fast as he could cany 
the people with him If the New Deal is still far from its objec- 
tives it is less the fault of its leadership than of enlightened public 
opinion generally Witli no clear understanding of the nature of 
tne basic economic problems, and no general agreement on tlie 
‘left" on what course should be pursued, it would have been a 
mirade if more success had been achieved 

Today it is becoming mcreasin^y possible to diagnose and pre- 
scribe Great experiments in economic practice are available, they 
can test and be tested by a growing body of sound economic the- 
ory If enou^ people understand what sort of program is called 
for to accomplish needed changes democratically, tlien perhaps our 
existing political institutions will themselves cany the burden. In 
that case questions of a new political alignment, a third term, a 
third party, and the integration of progressive forces, will sdve 
themselves without undue stress 

It IS to lend such aid as I can to that process of public under- 
standing, that this book is written 

There remain to be considered only the general implications of 
the social and economic theories I have advanced, for international 
developments and the prospects of peace 
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NOT FOR OURSELVES ALONE 


B KTWEEN a neighbor and a statistic there is a vast differ- 
V ence For most of us the population of Bulgaria or China 
IS only a stabstical one It is in fact difficult to think of 
people as neighbors except when they are so ^miliar that we can 
visualize them as separate human beings, even to their distinguish- 
ing facial features, homely but specific Anyone who has traveled 
abroad at a leisurdy enough pace so tliat the particular individuals 
m a foreign country begm to come into sharp focus must be con- 
scious of that difference 

I recall a particular Chinese soldier, It was in the days before 
the Japanese conquest, when Chiang Kai-shek was fighting the 
Communists, that I traveled up to the provincial city which was 
then his headquarters Wounded were coming ba^ from the 
front I was invited to see a military hospital in a school building, 
and in the course of the inspection liad an opportumty to watch 
an operation performed on a soldier who had a bullet in his lung 
Only a local anaesthetic was used The soldier was afraid, though 
stoical, and I was afraid for him He was in pain, and as I watched 
1 was in pain too His eyes wandered dumbly around the room 
looking for comfort, and for an instant met mine 
There are some four hundred million inhabitants in China— or 
were before the Japanese invasion It has sometimes shocked me 
to discover how easily one can toss off millions when they are ab- 
stract figures Until recently it was not uncommon to read that a 
million had died of femme in some Chinese province, that five 
million had been rendered destitute by a Yan^ze flood, that so 
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many thousand liad been killed in a battle with the "Reds ” Since 
the Japanese war the figures are on a grander scale— dead, wounded, 
homeless, starving All tlie statistics are less vivid to me than the 
suffering of that one soldier m the hospital with whom 1 suflei^ 

With such individuals, who have in a sense become part of you, 
It is no longer possible to think m statistical terms You realize 
that human beings are very much alike, without profound racial 
differences There are greater differences between people who 
live on my street in New York than between people of similar 
taste and temperament in the far corners of the world 

I suppose the Christian ideal of a world in which all men are 
truly neighbors to each other is impossible of complete attainment 
But jf you accept the humanist approach and assume that every 
human being is an individual personality worthy of respect, then 
you must at least aim at diat larger concept of world brotherhood 
It IS impossible, for instance, to think of the economic program 
which 1 have ]ust outlined as an isolated program for the United 
States without respect to the rest of the world 

Indeed every approach to the problem of human organization 
involves an attitude to the rest of the world. Tlie Russian com- 
munist faith keeps coming back to the world revolution, when the 
workers of the world will throw off their chains everywhere, smite 
then oppressors, and set up the rule of the "human race" The 
Nazis dream of a world dominated by a race of Nordic supermen, 
to whom all the lesser races do happy homage Even our "Amen 
can dream" has its world outlook we went to war in 1917, as we 
tliou^t, to make the world safe for our special set of democratic 
institutions, not until every nahon adopts the equivalent of oui 
own Constitution would most of us consider the goal of the 
Founding Fathers achieved 

Todayv more than ever before, in spite of the wars and rumors 
of wars that fill men everywhere with dread, there is a world con- 
sciousness Nazis and Communists and democrats alike talk of 
saving “civilizahon " We concern ourselves with the lot of "fn 
ture generations " On a lesser scale people m Europe talk of be- 
having like "good Europeans," the nations of the Western Hem 
isphere dream of a pan-American comity, in the Fat East an "Asi- 
ahe" consciousness is fostered by Japan for her own ends Behind 
these lesser slo^ns there 15 probably a keener sense of die basic 
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unity of tlic human species and the inseparability o! its fate on 
tins planet tlmn ever before The very honor with whidi we ap- 
proach the next war indicates how war now goes against the gram 

From the philosophical point of view, our concern with the hu- 
man race and its fiitiue is certainly legitimate But for ccnhuies 
piophcts and dreamers liave felt tliat concern without its greatly 
affecting tlie course of history Now it is reinforced by a very real 
and practical consideration— that “next war ” The more extreme 
alarmists may be un]ustified in feanng that “civilization itself will 
be Wiped Dut,.“ at least m one war But the brutalization and 
demoralization that must accom^sany an increasing ferocity of hu- 
man rdations, and the totalitarianizing of thought which, under 
the necessities of any military regime, stifles the essential rationah 
ism on which our civilization is based, may wdl set bach the clock 
for centuries. 

Tlie interpretation of present world trends which I have at- 
tempted m this book necessarily carries wider consequences than 
a mere program of economic le^slabon for American progressives 
In this last chapter I am attempting to draw the wider conclu- 
sions— to fit communism and fascism into a world perspective, to 
consider how best we may hope tliat the ills of world capitalism 
can transmute themselves into a new social order, to estimate the 
prospects for war and peace, both for ourselves and for our chil- 
dren And finally I want to look at some of tlie more remote im- 
plications of my approacli 

Yet perhaps I should first sound a note of warning Gonoein 
over remote consequences often stifles action American con- 
servatives have been rightly pilloried by Thurman Arnold for 
their inordinate wornes over the future generations who might 
be affected by a bold and lionest attack on present problems By 
feeding the nungiy wc are "weakening the nations fiber” By 
writing red figures in a ledger we are “burdening posterity " By 
laying rough hands on the “American system of free enterpnse” 
we are dooming our children and grandchildren to slow decay 
Anotlier aspect of this concern with wliat is far away is the prior 
emphasis given by many to international relations The free trade 
enthusiasts see no hope for improving domestic conditions till 
the world's barriers are down The Communists tend to postpone 
"the revolution” at home till after fascism has been destroyed 
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abroad Many of us have unconsciously justified our failure to 
solve OUT own problems by blaming the unsettled state of the 
world We protest "the rape” of Ethiopia or Czechoslovaha, or 
the persecution of the German Jews, with a veliemence we no 
longer can evoke against Negro discrimination here, or the suf- 
ferings of our own unemployed 

Our own job must come first We cannot save democracy 
abroad while we fumble our own We can show our concern for 
tlie rest of the world and for civilization and for future genera 
tions in no way more effectively tlian by discovering how to plan 
for abundance and how to find freedom for ourselves 

Democracy on the Home Front 

Suppose the controls for the planning of purchasing power and 
investment, as outlined in the previous chapter, were successfully 
imposed by a "new New Deal” administration within the next 
few years Suppose we abolished unemployment, established a 
high minimum fiinnly income in line with our productive capac- 
ity, controlled the flow of income, savings and new investment so 
that maladjustments and discrepancies quickly regulated them- 
selves without bringing on depression And suppose we did aU 
this with no more social friction or loss of democratic procedures 
than we have experienced since the New Deal came to power 

Within twelve montlis from the inauguration of such a pro 
gram, 1929 levels of production and income should be passed 
The miuions of woilcers, mostly unskilled, ndio in 1929 were em- 
ployed m industry and construction, and arc now no longer re- 
quired by private industry because of new techme^ues and the 
adequacy of our exishng factories and office buildings, will be 
employed in vast public constmction, chiefly of housing Within 
five years, while our monetary income may no longer be rising 
as rapidly as at first, the amenities of decent living will be multi 
plying at an increasing rate longer vacations, more recreational 
facilities, slums going down not by the block but by the acre, 
sunshine coming in new windows, all mam roads taking on the 
well-groomed look of parkways 

GoebbeU’ newspapers would have increasing difficulty in find- 
ing pictures of rag^ unemployed sleeping in subways, scaven 
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gers on garbage dumra, lynchings, battles between stokers and 
vigilantes he wcmld nave to use old and increasingly familiar 
pictures to show the Germans how much better off they are tlian 
the inhabitants of this "third-rate democracy ” 

Where opinion is still free our successes would have an irre- 
sisbhle effect While today American periodicals mn articles on 
English housing sdiemes, Swedish depression-proof fiscal poli- 
cies* Danish co operatives, at some future date foreign publicists 
and political leaders and economists would begin to point to 
American experiments (as they did m the early days of the New 
Deal) In so fax as our measures proved workable and were 
imitated, the morale of the now harassed woild would begin to 
mount 

To be sure^ a picture of Europe suddenly waking up to find 
Amenca had solved the problem of depression is a little fanciful 
For all countries tend to move together under the same pressures, 
and before we reached a dearly recognizable degree of success 
other countnes would be taking the same road But my mam 
point stands give the democracies a cute for unemployment and 
economic insecunty, and the fear of totalitarian ideologies, 
whether communist or fascist, will begin to fade like a bad dream 
The panic of the Western world in this year 1939 is due to its 
inner sickness, its guilty conscience, its ineffectiveness in the face 
of the dictatorships Even as regards the bmtal realities of amia- 
ment we cannot keep up with the efEcient pace of Germany 
today, but let us find a workable technique of economic organi- 
zation, and our greater resources could soon outdistance her even 
m that fatuous race 

Suppose further that tlie democracies have found it necessary 
to abandon their laissez fane ideas of foreign trade for profit, 
and to plan for exchange of what they need on a rationalized 
basis Suppose France and En^and should so concentrate their 
energies on developing their own resources and productive capac- 
ity t^t the influence of those who live on investments in then 
colonies began to be submerged It would become possible for 
the first time to bargain on a basis of mutual benefit, not only 
between the great powers themselves, but between them and the 
regions they have m the past exploited Perhaps I am looking 
into too distant a future to imagine a day when India will receive 
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as much from En^nd as En^aud receives from India, and em- 
pires based on exploitation dissolve. But tliat is the only vray to 
ultimate peace 

It IS true that if England and Fiance and the United States 
were democratic planned economies, and could plan for and 
predict what law mateiials th^ would need each yeai from tiop* 
ical regions and from each other, and what they could most 
advantageously give m return, their economic rivalry would not 
he at an end It would in take on a more ofEcial diaracter 
than when their competition is left to irresponsible salesmen, 
promoters and surreptitious impenahsts But for the first time 
they could bargain openly and frankly and completely No longer 
would a trade agreement merely set the limit of the penalty 
imposed on foieign business men for the right to sell in the 
other's market Each country would seek to secure as much of the 
world’s wealtli from the other as possible, and if there is any 
validity in foreign trade, because of difference m cost, then each 
would gain Under such circumstances a trade agreement would 
be an unmitigated advantage to ah concerned. 

As the practice of a rational and planned interchange of the 
world’s products spread, die basic international tensions would 
relax As agreements became incieasmgly multilateral it would 
become possible to bnng all those willing to co operate around 
one council table The resources of the world could he jointly 
assessed. All assets would be frankly acknowledged Colonies, 
spheres of influence, foreign investments, access to raw matenals, 
all the exclusive prerogatives which are the international trap 
pmgs of domeshc scarcity, could be shed by nations newly strong 
at home, and an intelligent world order at last begun 

But all of this will be cited as idle day-dreaming by those who 
see in fescism (or those who see m communism) an imminent 
threat to civilization and peace Suppose at the best that the demo 
ciatiG powers could eventually learn how to solve their basic 
economic problems witliout ahatidoning then democracy, how will 
they have time or opportunity, in the face of advancing totali- 
tarianism? 

To answer that question requires an estimate of the immediate 
future of Soviet communism and the fascist states. 
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Economic Nationalism 

If it IS true tliat tlie economic methods as well as the political 
^tems of Soviet Russia and the fascist powers tend to become 
more and more alike, as I hove argued m previous chapters, then 
this question rises \^y is Soviet Russia so obviously a force for 
peace, without aggressive designs, as unbiased observers unani- 
mously agree, whereas the fascist powers seem to be addicted to 
war? The answer lies perhaps in recognizing that the hind of 
national collective economy they are all building within their own 
boundaries is capable of successful achievement only when those 
houndaries enclose enough natural wealth The other powers— 
Germany, Italy and Japan— are too meageily endowed with natu 
lal resources 

Soviet Russia avers its belief m internationalism, and its parti- 
sans argue that it cannot on that account treat any other country 
as an enemy to he conquered By the same tok^ it is argued 
that the fascist powers, inflated with national egotism, are neces- 
sarily belligerent But on both sides this argument may be irrele- 
vant The very internationalism of the Comintern, which works 
ostensibly for the overthrow of bourgeois governments, at one hme 
made the Soviet Union militantly aggressive If its armies had not 
been stopped at the gates of Warsaw in 1920 they might have 
overrun all Europe, as the armies of the French Revolution did 
before tliem. If the imperial conquests of the Czars, in the oil 
Adds of the Caucasus, the cotton lands of Turkestan, the cattle 
country of middle Asia, and the distant frontier teriitories of 
Mongolia and eastern Sibena, had not fallen once more before 
the military power of the Soviet government, the Soviet Union 
might be now a belligerently ^liave nof’ country like Germany 
And conversely, if and when Germany obtains full control over 
the mineral and agricultural resources of the Danube and the 
Balkan states, Germany may become as much a status quo coun- 
try as the Soviet Union. 

''But what about Mein Kampf?” 1$ the quick rejoinder of those 
who see civilizahon in permanent peril till Nazism is extermi- 
nated It 15 true that Hitlei's romantic dreams envisage the com- 
plete domination of Europe^ if not of the world, by Germany 
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But the Communists, who are loudest in their insistence that 
Nazism delenda est, have, with Maix for their teacher, least 
ground for their alarm No romantic dreams are likely to influ 
ence history unless real economic pressures hear them out, or 
unless they have the valid mass appeal of the French and Russian 
Revolutions Hitler won control of Germany because economic 
pressures made Mem Kampf seem like a gospel of salvation to 
milhons of Germans Hitler took Austna and the Sudeten region, 
and will bring other and ncher territories under his sway, because 
Gennany’s hunger is not yet appeased. But, however Unutless 
Hitler's own dreams may be, there is no reason to suppose tliat 
in the economic logic of history, Germany's appetite for conquest 
15 hmitiess 

Italy and Japan are somewhat different problems, though die 
same general rule should hold good Italy is so poor in resources 
that even the control of the whole eastern Mediterranean would 
not sate her, probably not even with northern Africa and Spam 
thrown in would she feel the same conSdence in her strength 
that the Soviet Union today feels, or that a German Mittd- 
Europa miglit feel But neither is she as much a threat to peace 
as Germany she could not wage an aggressive war alone 

Japan, on the other hand, if she is to consolidate her hold on 
China, IS not likely to en^ge in furdier conquest, for a long time 
at least Her only threat to the European democracies and to the 
United States is to their tmde, and the profits from that trade, 
which should hardly concern us here 

The three major “aggressor powers,” then, have great spheres 
of influence, into which they may expand during the next few 
years without direct threat to the major democratic powers or 
even to the Soviet Union 

With the surrender of France and England to Hitler at Munich 
no furthex opportunities fox calling a halt to fascist expansion 
are likely to arise. France and England will fight if tlieir own tcrri' 
tory 15 invaded, or if their imperial prerogatives are menaced at 
too mde a pace But there is no need for the fascist powers to 
mn that n^. 

In this period of economic nationalism there is much danger 
of local wars, which may reach major proportions But there may 
be less danger of a general world war than many of us have feared. 
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Time and again the powerful nations have backed away from a 
crisis which, before i9i<4, would have led without doubt to a 
general war As long as the “have" nations continue willing to 
let the “have not* nations pursue their aggressions without armed 
iiiteiference, and so long as these aggressions do not too nearly 
threaten the integnty of the "have*' nations withm their own 
temtories, tliere need be no general war The process of aggres- 
Sion may cease of its own accord when a certain point of saturation 
IS reached 

Of course the power of myths and the ideals of iiiteniahonal 
morality may prove greater than intelligent economic interest 
Tlie democratic powers may insist on taking up the challenge of 
the fascist powers, regardless of tlie fact that the result would not 
be moral but merely more universal brutalization Or the fascist 
powers may have their myths of national supenonty so inflated 
that they will not know when to stop, and they may go on from 
the conquest of temtones and resources which their national 
economies need, to attempt the conquest of territories not essen> 
tial to them but essential to one of the other camp But Amenca 
did not take all of Mexico in the days of our “manifest destiny", 
and England’s “white man's burden" found the limits of its 
arrogance So why should we envision the “Rising Sun" in Cali- 
fornia, or “Aryan supremacy" driving north from Mexico? 

The chances seem fairly good that for the next few years Prance 
and England, and much more the United States, wiU be able to 
work out theiT own salvation without war. A few great powers 
will be found to have parceled out the earth's resources, Japan, 
the Soviet Union, Germany, the British, French and Italian Em- 
pires, the United States, with the smaller states generally in one 
or another economic orbit There is no reason why all seven 
should not collaborate as peacefully as the four that are m the 
"liave" class today If the democracies achieve the necessary do 
meshc controls, international economic arrangements will become 
increasingly possible and under the circumstances— all being 
status quo nations— agreements would not need to be onesided, 
and mutual satisfaction should be possible 

Before many years a stable world settlement between national 
states all more or less collective may become a reality Whether 
it IS a setdement that will encouta^ not only the survival but 
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tihe ulfamote univeisdization of democracy will dq^end on what 
the democrahc powers do with their peace in the meantime. 

Of course any estimate of the future is rash Tliete arc too many 
unpredictahles, accidents, personal emotions, imponderable social 
and economic developments to ma]i:e any forecast more ttuin good 
guesswork But even if war should supervene, the progress which 
the democratic powers can make in economic reorganization be- 
fore it bemns will be all to the good If they must defend them- 
selves with arms, then the nearer to full production and full use 
of man power their economies can come, the better for them and 
for tiie democracy they would preserve, 

Nationalism and Internationahsm 

Yet at best such an outlook may seem a precarious one For 
the United States, along with the other non-totalitnrian states, 
to develop efficient economic techniques along purely national 
lines, mignt seem to perpetuate the very dangers from which the 
world is suffering If this is ^'socialism,” even though not alto 
gether like the '^socialism'' piachccd in the Soviet Union, it 
still has an ominous resemblance to the "national socialism" 
which, wntten with capital letters, is generally thought our chicf- 
est enemy True-blue Marxists will insist socialism is a travesty 
unless it is international Many a liberal, untouched by Marxism, 
will insist that a peaceful ordered international system must be 
achieved before we can make even America safe for democracy 

National states are at present tlie logical units of economic 
organization, ratlier than regions or continents or the entire world 
—out of histoncal necessity But their potentialities for effective 
economic organization necessarily vary greatly The more depend 
ent they may be on resources outside their own boundaries, the 
less able to achieve a completdy integrated and internally stable 
economy, the more sdf-sufficient, tlie more able to "build social- 
ism in one country ** 

England with her empire may plan for a balanced economy 
So may France wiidi hers. Continental Europe can only achieve 
economic stability through some degree of continental Integra 
tion. Under laissez faire theory this integration can be approached 
so long as trade for profit is compaiati^y ^'free " With the per- 
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manent passing of Hie laissez fane era there is no possibility of 
econoinic stability in central Europe save by enforced integration 
under either communist or fascist control The Communists lost 
their chance by 1920 Wlierc they hilled, because capitalist oppo- 
sition was too strong, the fascists are succeeding, capitalist op- 
position IS now too weak to resist, even if the fascists had not first 
bought it off, in contrast to the Communists who had tried to kill 
it off 

The objection that such a unification of central Europe will 
involve the destmction of lesser nations (Austria was t^ first 
Victim) is not logically tenable, especially by Americans Na- 
tional sovereignties are not worth preserving for their own sake, 
otherwise why are we so willing to accept the fact that the **sov- 
ereignty*’ of the ^'states” of the United States has been gradually 
reduced to nothing since 17767 The value of small states is in 
cultural diversity^ whidi ought to remain unaffected, and as con- 
venient units lor administrative decentralization Even in the 
authoritarian collective state of Soviet Russia, most of the 182 
nationalities have their own languages, their own literature, their 
own culture, and the bewildering complexity of the myriad or- 
ganizations through which collectivism functions in the Soviet 
Union is further complicated by the maintenance of national ter- 
ntones and "autonomous" areas Tliere is no reason to fed that 
civilization would lose by the merging of Rumanian sovereignty, 
for example, half into the Soviet Union, half into a super- 
German state, excq>t in so far as those states might repress the 
Rumanian people more than they were repressed by their own 
governing g^-oups 

I realize that the mytli of "national independence" is so strong 
that to suggest the partition of Rumania, even as a theoretical 
example, may sound offensive Yet if we are to worh toward a 
world order, national sovereignties will have to go, and this 
method of absorption of the smaller by the larger may be the 
only way You can’t have your cake and eat it too 

Nevertheless, though this devdopment of self^ufiicient eco 
nomic empires represents in a sense the triumph of the national 
state, it also marte a stage m its disappearance The Kingdom of 
Muscovy became the Russian Empire, with many races and 
peoples subject to tlie Russian national state, the Bolsheviks in 
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their own way completed the *'Russification*’ of the whole tern 
tory, to achieve a larger national unity^ but they did far more 
they achieved a federation of autonomous nationalities which 
they hold out as the model for the federation of the world Like< 
wise the British Empire, starting with national conquest and sub 
lection, has been emerging as the British Commonwealth of 
Nahons If and when Germany is complete master of Mittel- 
Euiopa the first aspect of her empire may be helot provinces 
exploited by the “Blond Beast’', but in so far os the economic 
pattern tends to assume the foim of socialist planning on the 
Soviet model, the nahonal state may begin to evolve as a United 
States of Central Europe 

In such merging of lesser national groups, not as imperial sub- 
jects, but as participants in a larger whole, lies the hope for a 
natural growth of intemabonahsm and an ultimate world power. 
Tliere will he a growing pressure for integration as national plan- 
ning becomes more prevalent 1 do not overlook the possibility, 
mentioned earlier, that national nvaliy on a new basis may rise 
as a counter danger Wlien two planned national economies both 
want the same territory containing rich resources— say the Ukraine 
—they may fight if those resources are indispensable But Ger- 
man interest in the Ukraine appears to be more political (or 
“ideological") than economic If Germany had complete domina- 
tion of Hungary and Rumania it is hard to see what economic 
interest she would have m the more distant Ukraine Moreover, 
05 I empliasized earlier, economic conflicts are potentially for 
easier to settle between planned economies than between the less 
open and more diffuse ambitions of capitalist states The Soviet 
Union had exemplary trade relations with Mussolini and, in his 
early years, even with Hitler, relations that were only disrupted 
when the ideologues took the initiative away from the economic 
planners. 

One of the most intelligent and complete proposals for inter- 
national planning yet offer^ was the “World Reoigamzabon on 
Corporative Lines’’ by one of Mussolini’s senators, De Michdis 
Some of its excellent suggestions for migration and the alloca- 
tion of raw materials, to relieve population pressures and ration- 
alize the world’s wealth, were brought periodically before the 
League of Nations Fiance and Hie British Empire were of course 
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not interested, the proposals won little attention, Italy withdrew 
from the League, Senator de Michelis’ intelligent pattern passed 
into limbo 

TTiere is nothing in the economics of fascism incompatible with 
internationalism There is much in its doctrinal atmosphere tliat 
IS, however, for fascism is nothing if not militantly nationalistic 
If we go along with Marx, at least so far as to admit that economic 
pressures are of major importance m liistoncal evolution, then is 
it too much to hope that if fascist economics finds fulfillment in 
world plannir^ ('^n corporative lines/’ let us say), fascism as a 
religious doctrine will fade? 

Other forces, too, may be counted on to foster the infant faith 
of international solidarity The independent labor movements-- 
and not all because of Marx— have dung to the concept that 
workers were bound more closdy to their fdlow-workers than to 
their bosses Liberals of the humanist tradition have contnbuted 
to a whole cultural devdopment which takes for granted the 
essential likeness of human beinffi and tbeir aspirahons lntel> 
lectuals, scientists, technicians, where not totahtanamzed, think 
and work m a world without national boundanes Even the capi- 
talists of tlie departing imperialist era made the world the theater 
of their operations, and deplored as honestly as any humanitarian 
the wars they unconsciously brewed 

The forces that would associate all human beings on our planet 
in a joint enterprise move slowly but are none the less powerful 
The League of Nations was a noble dream that became a half- 
cymcal, half-sentimental pretense because it came too soon The 
victors of Versailles were sbll thinking of the profitable invest- 
ments and markets and spheres of influence of the moneyed men 
whose nvalnes had brought on the war The idealists hke Lord 
Cecil, who gave their eneigies to building "the parliament of 
man, tlie federation of the world,” were being used by govern- 
ments which considered the League merely a policeman to pro- 
tect their least noble interests abroad But the failure of the 
League does not mean the necessary return to the mle of might, 
for it had not replaced that rule, only perpetuated some of its 
settlements It means we are in process of sweeping aside a 
lot of ghttenng sham Wlien next it becomes possible to create 
an mtemationd organization— if another war does not intervene— 
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it may be done with more realism and honesty, and with more 
chance of success. 

Out of Russian "socialism in one country" and German "Na- 
tional Socialism" and the Italian "corporative state” and the 
"aimament economies” of the status quo empires, and all the 
other halting attempts at collectivism within autordiic national 
boundaries, there may yet come the “international sociahsm” 
preached a few men ahead of their time 

It will mean no "super-state " We need fear no world Caesar, 
giving unappealable commands to all the denizens of earth If 
collectivism within national boundaries, as it has been analyzed 
m this bools, can approach the laissez faite ideal of an automatic 
mechanism to regulate the affairs of free individuals, then a world 
collectivism can do the same in the affairs of free nations The 
sovereign liberties of nabons to wage war upon each other will 
be curtailed A stronger people will no longer be "free" to subju- 
gate a weaker But the economic interdependence and political 
naternization of the United States and Canada, depending on no 
super-state or international "policeman,” may bMome a model for 
the flexible ties that will bind the nations of the world in an 
unimposed oo operation. 


A Peace Pdicy 

The chief bamer to progress along these hopeful lines is not 
Hitler, or fascism Nor is it Stahn, or communism Nor any other 
leader or ism In a large sense it is not even the possibility of 
war that stands in the way of our natural evolution, for war is 
only a symptom of ignorance and fear and hatred, and the aban- 
donment of labonal human ways Back of this fear and hatred is 
what I might call the mania of nghteousness It springs from 
intolerance, and intolerance is strongest in absolutist creeds If 
war, internabonal or civil, is what we fear most, it is because it 
makes fanaticism supreme 

There is a natural strength in fanaticism The supreme effort 
required by revolutionary change calls forth (and is called forth 
by] a crasadmg zeal which, m the midst of its new temple to man, 
set^ up an idol gory with sacrifice 

Ferhaps when a social order becomes too decadent it is well 
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to have zealots in control for a while For all their cruelty they 
will sweep clean^ and tlieii successors can move ahead uiiencuni> 
bered by useless clutter from the past But fanaticism is a puri- 
fying fire hard to stamp out once its worh is done Just because 
it acts irrationally it may destroy the possibilities of later ra- 
tionality. 

No revolutionary movement has ever had more horrible features 
than Nazism Its racial dogmas seem capable of destroying the 
essential humanist spint 'The neurotic romanticism it derived 
from Nietzsche, Wagner, and Hitler himsdf, has led to the burn- 
ing of boolcs, the virtual destruction of universities, the dethrone- 
ment of reason itself Tlie wolf-pack sadism of the culminating 
assault on the Jews in November, 1938, seemed final proof that 
Nazism is the incarnation of evil. 

It IS easy to forget that all revolutionary periods are cmel, even 
sadistic, liie very vitality of Nazism should indicate that it is 
not merely reactionaty or decadent In a larger sense» and seen 
in its historical perspective alongside the Soviet revolution, even 
the Nazi revolution is an aspect of the trend that started with 
the liberal humanistic awakening of the last two centuries Many 
of its institutional procedures reflect the aspiration toward a 
brotlierhood of equals (labor service, for instance, is compulsory 
regardless of status or income;, and the Nazi parfy as the ruling 
elite IS theoretically open to all members of the community, 
though the community is thought of m terms of racial exdusive- 
ness) It IS certainly too early to say that ^scism cannot return 
to a humanistic view 

After all, the specific crimes of crudty and anti-mtellectualism 
under fascism can be matched in the history of the Soviet Union 
Tme, the absolutist creed of tlie Bolsheviks sprang directly out 
of the rationalism and humanism in which Marx and later Lenin 
were impregnated, while fascism is immediately and preponder- 
antly influenced ty the decadent romantic reaction But, on the 
other hand, Russia was closer to barbarism to begin with, and the 
survival of a humanist attitude m spite of brutality mi^t perhaps 
be less expected there than in a country of Gemiany*s cultural 
past 

The tens of thousands of "white Russians” scattered over the 
of the earth can tell tales of sadism, the persecution of the 
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innocent, the hounding of helpless men, women and children 
(because they were "capitalists” ot "anstocrats,” hence Ihmgs of 
"evil"), the decimating of the intellectual dass, tiie totalitaiian- 
iziDg of univeisities, the banning of books, all because they tepre- 
sented a system that was condemned 
In the early years of the Russian Revolution tlie "civilized 
world" rose up in horror, sent its armies to exterminate "the 
accursed thing,” sought to ring bolshevism witli a cordon samtaire. 
Finally it grew accustomed to the novelty Its tourists went to see 
and admire the "great Russian experiment ” Its intellectuals ex 
tolled the new hl^tion of mankind— until a revival of the old 
mama of righteousness m Moscow called for new victims, and the 
"old Bolsheviks" began to exterminate each other But meanwhile 
a new monster had arisen, on whidi the “civilized world” could 
vent its horror, the monster of fescism 
"Anti-Fascism" has now become a cult. It is almost as fanatical 
as fascism itsdf Many are the former "liberals" who feel tliat 
the sooner a war to exterminate fascism may come the better. 
There is no room for sympathy, no will to understand, in this 
new sect 

Civilizabon is indeed threatened, but not by any particular 

S of cmd and anti-mteillectual fanatics, rather by ranahcism 
. a fanaticism to which die whole world is prone Not that 
anyone 1$ to blame, it is rather that men are desperately seeking 
new techniques of social organization under die compulsion of 
technological progress, and when they do not know how to find 
what they seelq they grow a litde mad 
What we have most to fear is war It is the natural end of the 
"retreat from reason ” It is the final triumph of absolutist faith 
in one^s own righteousness * 

It will not be easy— perhara it will be impossible— to give way 
gracefully before dpamic rascism. Communism at least was a 
more distant menace, half in Asm Fascism looms over western 
Europe, seems to menace even the Amencas Often will we be 
tempted, as before the Munich setdement, to mahs the final test 
of guns and airplanes Perhaps the fascist powers will themselves 
attack But no good can possibly emerge from war to weigh 

* Lancelot Hogben lias better explained the current "retreat from reason" 
in his litde book by that name than anyone else 
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against the agony and the destruction and the danger of a coni' 
plete loss of the ability to reason and understand 

The immediate problem for tlie democracies is to Gnd a modus 
Vivendi, a means of getbng along in the same world with ex- 
panding and rutliless fascism Tlie governments of France and 
En^and are at the moment sedung such a settlement, at the cost 
of much humiliation and political strain, and without the imagi- 
nation or the will to push the internal reforms wluch could make 
the price they are paying bearable. Yet the granting of a free 
hand to Hitler m soulheastein Europe, and of mciensing conces- 
sions to Mussolini in the Mediterranean, is probably essential 
Meanwhile eastern Asia has been virtually written off as a total 
loss, so far as Western imperialist interests are concerned 

I have previously suggested that the democracies, along with 
their new internal plan-ways, must begin to look at their empires 
and foreign trade with new reahsm Not until they are willing 
to plan for the mutual utilization of the world's scarce raw mate- 
nals and natural products— minerals, foodstuffs, fibers, rubber, 
rare metals— can they make their peace with the fascist powers 
To be specific, HiQer must be assured access to Rumanian oil, 
Hungarian wheat, Lorraine iron ore, Chilean nitrates, Brazilian 
cofiee, Malay rubber, the old fetish of international free trade is 
worth nothing to him, subject as it is to the whims of politicians, 
the vaganes of the mternational money markets, the unpredictable 
potentialities for profit If there is to be an international economic 
settlement, the democratic powers must be willing to scrap that 
fetish at the start 

In all of this Amenca can take the lead Even where the first 
steps toward planned utilization of the world's resources are pos* 
sible, this country could take an imtiative So long as we ding 
to the free trade rctish we shall not do so, even though Germany 
and Italy need our cotton and our wheat and our oil and iron, 
and could give us much m return So long as we let concepts of 
"sin” interfere vnth economic sense we shall merely perpetuate 
the suffering The least we could do would be to arrange for 
the gradual absoiphon of all German/s Jews, but till our eco- 
nomic program is well along, even that proposal must be thought 
fantastic, ror all our humamtanamsm. 

At best the path this country has to travd in a warring world 
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will be difficult and thorny No simple rules without exceptions 
can be drawn Neither collective security, nor power politics, nor 
the moralistic lecturing so dear to our hearts will do any good 
If a general European war does start we shall have to make up 
our minds as best we may at the time, without preconceptions 
or pi^udgments, whether or not civilization will be any the better 
served because we ]om in the slau^ter Where wars are already 
in progress, as in China and Spam, our chief interest is to avoid 
all possibilities of involvement, W this would he a greater calamity 
than any foreseeable outcome in those wars, it may still be pos 
sible without undue nsk to aid the victims of aggression, as \n 
emlurmes or by lifting embargoes Our neutrality l^islation needs 
amendment, if only to minimize fnction and “incidents " 

Our foreign policy, like that of England and France, cannot 
but be an inglorious one at tins time We must live from day 
to day, making the best of bad bargains, tearing up unjust settle- 
ments to sign new ones equally unjust, cherishing our humanity 
m retreat, rather than making a defense in which we shall lose 
it b^ond redemption We cannot make a stand “to defend 
democracy’ when the occasion for our stand will be the pro 
tectiou of some past robbery. Not until the vital homelands of 
the democratic tradition, the actual terntoiy of France and Eng* 
land, are endangered, should we think of fighting, if ever, for 
only then is it possible that we will be fighting for things enough 
worth while to minimize the brutalization of ^ttle 
Our foreign policy must necessarily be a domestic policy, Wliat^ 
ever may be the wide causes of war today, the causes that will 
embroil us are, as they were in 1917, the destruction of Amencan 
lives and property, and the pressures of a growing trade with 
belligerents. If we ship cotton and machine guns to an “inno 
cenr “democratic” nation, a victim of “aggression,” American 
farmers, American manufacturers, Amencan bankets, Amencan 
workers, will acquire a direct economic stake in the war, and we 
shall be on our way in. If we believe in keeping out we must be 
prepared to pay the price of keeping out 'Hie pnee is a virtual 
cessation of trade Even if ^'normar peacetime quotas are still 
traded, this can only be with one side, in a war tliat assumes world 
proportions, for one side will control the sea. So there will be 
an inevitable shnnkage of trade and consequent dislocation The 
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answer is economic planning to turn out productive capacity in 
the direction of home consumption In brief, the measures pro 
posed m the previous chapter as a transition to a controlled 
economy are also essential to maintenance of neutrality 

This 15 more than a coincidence For it is still tlie world ggq 
nomic struggle which is the basic cause of the present war danger 
Tlie economic interests of the people of the different world powers 
are felt to be irreconcilable This is not simply that ’^capitalism” 
produces wars, for those nations which lay the greatest emphasis 
on war preparation today are tliose which liave left capitalist pro 
cedures farthest behind But it is the fact that the basic economic 
maladjustments have not been solved that sends Mussolini into 
Ethiopia and Spam, Germany into southeastern Europe, the 
Bntisn fleet into the Mediterranean or out to Singapore to pro- 
tect British ’’possessions,'’ and the Soviet armies to the Amur 
to protect Soviet territory from hungry Japan Until those basic 
economic maladjustments are solved, no peace is anything but 
suspense before a war We have been discussing the solution in 
terms of an economy of plenty The solution is as imperative here 
m America as anywhere, and here is the only fidd where we 
Americans can effectively work out the solution, not as an abstract 
exercise, but as a real problem in the real world In so far as vre 
do work it out this country becomes to that extent immune 
from war 

The secret of a warless world then becomes clear it must be 
a world which has solved the basic economic problem It must 
be a world whidi has so ordered its group activity that the capaaty 
to produce lias come up to the capacity to consume The pnnciple 
IS as valid in China as in America wnat may not he comparable 
for a long tune is the capacity to produce. It is even possible that 
the poorer natural resources of the rest of the world outside the 
United States, in relation to the consumption needs of the popu- 
lation (as exemplified to the extreme degree in India and China), 
will prevent any world-wide conelahon of production and con- 
sumptive need until population has been brought down by birth 
control to what the resources can support m abundant measure 
Perhaps a division of labor wiH ultimately be worked out between 
the areas where extraction is predominant and those where 
processing is predominant The problem we are seeking to solve 
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by no means becomes impossible as one’s perspective shifts to 
include the g^obe, it only becomes more difficult 

If OUT tolerance and humanity can survive the next ten years, 
whatever the cost in pnde and prestige, there is every reason to 
hope that the next generation will live m a sane world The basic 
economic problems are being solved, whether unconsciously or 
rationally, whether bratally or with good will After all, poverty 
is the parent of the whole brood of troubles tliat plague us, revo 
lution, reaction, civil war, international rivalries— ignorance, liatied, 
war itself. 

If we can stave off war, peace can become every day more 
firmly grounded in reason and understanding Give the Soviet 
Union another ten years, in which a really ample standard of 
living can emerge, with security and leisure for all, and the oppor- 
tunity to learn and to assuage frenetic dogmatisms Give Germany 
ten years in whidi to do the same m central Europe l-Iider has 
not permanently destroyed the spint of German civilization Tlie 
re-emergence of decency in the Far East may be longer in coming, 
for Japan is still half-medieval in culture, and China, even before 
her cities were burned, was only just emerging into the modern 
world India, too, has a long slow road ahead But in the Western 
world the "economy of abundance" is coming by rapid strides 
I cannot conceive of a generation brought up m conditions of 
abundance— materially well off, secure, leisured— remaining sub- 
ject to an absolute dictator or an absolutist creed 

And if we are justified in thinlcing that the social tensions bred 
by poverty and insecurity will tend to relax as economic planning 
achieves wdl-being, then the international tensions likewise should 
in time relax And if it is these tensions, derived preponderantly 
from economic crisis, whether or not of revolutionary acuteness, 
tliat foster the mad nationalisms which today are monsters run 
amok, then there is eveiy hope, as economic crisis is resolved, for 
a return of reason and tolerance, and tlie willingness to work 
together 

Finally, if it is tme that the economic planning necessary to 
resolve the crisis will mean not dictatorship but a more inclusive 
hheration than ever before possible, then we may expect the 
achievement of world peace, not as a new pax ilomana under 
ngid discipline, but as a new tnumph for democracy. Democraiy 
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IS less a concrete good to be possessed and defended, than an 
opportunity for free men to work out ever new ways of freedom 

Dare We Look Ahead? 

Our Utopian dreams have often been the stars to which we 
hitched very practical wagons, Revolufaonary periods have been 
particularly prolific of grand visions Hie ardent communist to- 
day has no doubt of the reality of his vision he sees it arising 
to unimaginable heights in tlie Soviet Union, and he will let no 
doubts the pole cast of tliought" sully its perfection The 
ardent fascist, with his trance-like faith in millennial empires 
peopled hy heroes, finds that faith renewed and justified as each 
new triumph brings new ^ory home 

Only we of the democracies lack confidence in our aspirations 
A recent symposium of enlightened Bnbsh opinion probing this 
same question, Dare We Look Ahead?, saw only war and bru- 
tality and unreason in that future, its authors, leading exponents 
of the free mind and the worth of man, could offer those who 
would guard that humane heritage only the desperate counsel, 
Stand and fighti 

If the way of freedom were dqiendent, as are the ways of the 
militant dictatorships, on the strength of its mamtainers' faith, 
then we would be justified in scrapping it at once Fortunately 
freedom has a strength of its own Democracies are inefficient, 
but they are flexible, adaptable Th^ respond to pressures with 
a natural resiliency Thqr liave the capacity for growth Dictator- 
ships are formidable, but brittle 

U this is not true; if we have been fooling ourselves in thinking 
that freedom releases powers bondage never can, if it is a false 
assumjptiOn that democracy in group organization gives that mup 
a tou^ survival value by making every individual lesponsime iox 
that survival, then let absolutism win If democracy is a fragile 
flower, the luxuiy of accidental periods of social stability, then let 
dis^hne and dictatorship crush it out 

The whole drift of the argument of this book is that tlie basic 
ills of our economic system are curable and are being cured The 
democracies take lon^r to change institutions than the dictator- 
ships which were formed for that express purpose But they are 
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learning how to manaw nevertheless Only complete despair- 
such as would plunge Siem into war— can oliglit the promise of 
their progress 

As an antidote to pessimism, take a guarded look into the more 
promising possibilities beyond these next ten years (or, if we make 
too many blunders, twenty, or thirty), to a world that most of 
us may well live to see 

Already we have a real mastery of the forces of nature If we 
apply the best that we know to the nurture of our soil and basic 
resources, to the planning of populations and their needs, to the 
building of our cities and industries and machines, we can achieve 
a full production of those necessities, luxuries and amenities that 
constitute the foundation of secure living We are on the ve^ 
of gaining a new mastery of oursdves Biology, physiology, psy- 
chology, are advancing with accderating pace Educational pro* 
cedures are beginning to cope with the pseudosciences of propa- 
ganda, race culture, salesmanship, social dialectics, and sheer 
superstition, and as thw become successful, people will be trained 
to stand on their own feet, equipped for freedom. Mastery of our 
social environment, dimly foreshadowed today in Soviet Five 
Year Plans, corporative economies, agencies for planning and 
controlling the flow of goods and services in consumption and 
investment, can then at last be fulfllled without dependence on 
mstitutiond tyranny 

We have so long been accustomed to a world in which there 
was never enou^ to go around For hundreds of generations we 
have been hungry and cold and afraid Even today, over most of 
the earth's surface, abject poverty due to natural scarcity and 
undeveloped tediniques 1$ uie order of nature for hundi^ of 
milhons of human beinp No wonder if, even in America, we 
still have the attitudes of scarcity and still call thrift a virtue 

Yet once a nation like the United States gets over the border- 
line between scarcity and plenty it should be able to proceed to 
a complete sufficieiicy of material goods in a very few years In 
nine years, since the start of the Great Depression in 1929, it is 
probable that unemployment has averaged 10 million a year 
That means we have wasted 90 million man-years of labor— 180 
billion man-hours— except for tlie limited works projects— without 
much actual physical sufierii^ from want Suppose we had done 
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what the Soviet Union did during that period, taken all its surplus 
labor force and put it to capital construcbon, keeping its collei^ve 
belt tightened the while? There seems no reason to doubt that 
we could have doubled our existing productive plant, factories, 
mines, mills, machines But actually our plant was already in 
most respects adequate to the limit of our consumptive capacity. 
Suppose, where no conceivable consumer need could have been 
met by new factories, that the surplus labor force liad built bouses, 
schools, parks, playgrounds, roads, had rebuilt our cities and beau- 
tified our landscape The achievements of work relief in the last 
few years have merely suggested some of the new commnmty 
assets we could use 

We have such a huge margin of productive capacity that if we 
chose to hold consumption levds where they are and put that 
surplus into permanent improvements, we could tiansfmm the 
face of America almost overnight 

It IS not hkdy that in the next ten or twenty years, when we 
find OUT stride, we shall reach any of the fantastic income levds 
predicted, say, by the '"technocrats," A ten- or twenty-thousand- 
dollar-a-year income is possible only when concomitant poverty 
forces many to be servants, its allure is the specious one of a 
pecuniary economy. 

It is more likely that with full employment and effective plan- 
ning, and theiT cotollanes in leisure and secunty and rdeased 
energies, we shall think more of cultivating our garden than of 
building mansions It will he a garden in which we can begin 
to grow human beings with as much devoted skill and artistry 
as a milhonaiie’s gardener can now lavish on his flowers 

Perhaps the whole process can be illustrated in terms of Long 
Island 

My first visit to Jones Beach was like a glimpse into a Bellamy 
Utopia I had known I/3ng Island, from my private school and 
college days, as a place where one went to magnificent patties, 
in the fabulous mansions which the great American fortunes had 
built m imitation of English country houses The estate owners 
had even built a pnvate motor speedway, on which they paid toll 
to speed their exit from the slums and towers of New York 
Now as you leave the city limits you find yourself on a parkway 
more magnificent than any private drive, beautifully landscape^ 
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fiec of billboards^ stretching on and on to the east. Tlie private 
speedway has been abandoned 

As I orove over the public parkway that first tune 1 passed play- 
ground after playground, lakes, picnic areas, bridle paths, tennis 
courts, public golf courses, nowhere was there a sign of commer- 
cialism or poverty or ugliness Even tlie gas stations which make 
most highways hideous were set around with vines and trees and 
merged with the landscape Tliirfy miles out, on the south shore 
of Long Island, across wide tidal Bats, lies Jones Beach State Park 
*^1116 Wch IS so long that, except on crowded Sundays, you can 
have a quarter of a mile to yourself if you wish There are swim- 
ming pools, and concert stadiums, and clance halls, and restaurants, 
and terraced pavilions where you can sit under colored umbielhs 
and look at the ocean. Tlie architecture of the buildings and the 
landscaping of the grounds are carried out with meticulous regard 
to tlie comfort and convenience of a hundred thousand visitors 
1 have seen the private mansions and the private dubs where 
the rich take their ease There i$ no doubt a satisfaction m the 
privacy and exdusiveness of your own cabafia at a thousand dol- 
lars for the season But I liave never seen anything that could 
compare with the radiance of Jones Beach Eaily in the summer, 
when people are getting their first sunburn and are the color of 
newborn babes, it almost seems as if tliey felt themselves to be 
sharing in tlie delights of a newborn world. 

There are country dubs, too, bought cheap in the depression, 
where tiie to play is not dependent on a family name 
Robert Moses, scion of wealth himself, is die builder of New 
York^s new parb, induding the parkways and Jones Beach He 
had to meet the opposition of the exotic beacli clubs, and in the 
end he shunted them off to the ignominy and squalor of shacks 
across the railroad tracks He had to meet the opposibon of the 
estate owners whose forests he skirted But they were worsted 
And as th^ hide beliind their shrubbery m all the splendor of 
past magnincence, and hear the passing traffic, they must fed that 
the people, now with their own estate, no longer look up to theirs 
To be sure, Mr Moses has charged the public fees And the 
possession of a cat is almost an essential passport to admission to 
the more distant parks The East Side slum-dwelleis of New York 
still have to take tlie subway to garish Coney Island, thou^ even 
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that and tlie adjacent beadies are being made over bv Mr Moses, 
Not everybody can yet enjoy Jones Beach, But it is there, as a 
portent for the future Give everybody the income of those who 
now frequent the parleys and Jones Beadi, and new parkways, 
new Jones Beaches, will smg like mushrooms Multiply them 
bv the hundreds all over the country, by lake, mountain and sea- 
sliore, and what nobler estate could any man desire? 

New York Cily, 

March 17, 1939 
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CHAPTER ON£ 

Page Line 

iz (fn ] Alfred M fiingliam. Insurgent America The Revolt of the 

Middle Classes (lOjO 1 wish to tecoimnend this book pas 
ticularly 

14 a Tliunnan Arnold, Follrlore of C^tehsm (1937), 

Chase, TVwnny of Words (193S) Tlicse boexs, paiticulaTly 
Chase's, nave been critici^ by the learned (whose toes 
were much stepped on) for lack of originality and profundity 
This IS like cntlciTiiig Henry Ford for not Iwving invents 
the internal combustion engine 


CHAPTER TWO 

1 Tins phrase wns, I beheve, first used in an arhcle by 
Stuart Chase m Common Sense, December, 193s, under tliat 
title, but achieved currency as a result of his book, The 
Economy of Abundance (1934) My Indebtedness to him 
wiU appear throughout this volume 
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30 One of the few Engluli books I found to counteract the 
Kipling myth wns E M Forster, A Passage to India (1923) 
A reasonably good summary of the Gandhi movement at the 
time I was in India nppenred in C F Andrews, Mahatma 
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writing, which I read pist betoio my visit to the U SS R , 
IS Edmund A Walsli, The Last Stand (1931) For general 
sources on the U S see notes to Chapters Five and Six 
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41 21 The classic statements of the two opposing conoeiits of 

capitalism are, of course, Adam Smith, Wealth of Nations 
(17761, and Marx and Engels, Communist Manifesto 
(1847) Outstanduig recent treatments of the two approaches 
arc Walter Lippmann, The Good Society (1937), and 
Ibrold J Loski, The State in Theory and Practice (1933], 
and The Rise of European Liberalism (1936) 

43 35 descnptions in Marx’s Capital, Chapters 8, 13 and 23, 

arc as gnm as any m print Much of the matcnal was talwm 
from F^enck Engels, Condition of the Workuig Classes 
in England (1843) 

44 13 For good recent dcscriptiona of the rdation of business 

and government in Amcncan history, see A M Simons, 
Social Forces in American History (19x1), Jerome Davis, 
Capitalism and Its Culture (1935)1 Maunoe Ponnelcc, Fare 
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Today and Tomorrow (1937) 

See Walton H Hamilton, "Justice Black's First Year" 
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Proper^ (^930* classic study in this field 
The most ifluminating study of the economic and sn^oi 
role of labor unions 1 have encoui^ed is Sdig Perlman 
Theory of the Labor Movement ( 19 A) ' 
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Sebd Eldndgc, "Socialism via the Consumer,’’ Common 
Sense, February, 1934 
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John Dewey's Liberalism and Social Action (1933), is, to 
my mind, tlie outstanding contribution to a modem definition 
of "hbenilism " Compare Harold J Diski, The Airo of Euro- 


Tlie relation of liberalism and ''free trade" is wdl set 
forth in Jerome Frank's Save America First (1938) 

Compare Arthur Salter, Aecovery (1932), the recent Van 
Zeeland report, and Sccretaiy of State Hull's speeches are full 
of allusions to the dependence of peace on fr^ trade 
See Lillian Symes and Travers Clement, Rebel America 
(1934), John Chamberlain, Faretvell to Reform (1033), 
Nathan niie, Farmer and Labor Parties in the United 5 tat» 
(1928), Eunice Clark, "The Socialist Party," Common Sense, 
October, 1934 ^ ^ 

J Walter Thompson Company, A Primer of Capitalism 

^ ^lonnan Thomas, Socialism on the Defensive (1938) 
The Nahonal Survey of Potential Product Caj^ty and 
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Qs well as productive capacity, though m different ways See 
references m Chapter Fifteen below 
Aldoua Huidey, Ends and Means (1937), Ordwi^ Tead, 
The Case for Democraiy (1938) 
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AS Dicniuni^u on pwgc uuujui uu uiv oDviec union nsve 
been mainly concerned with political and social rather tiian 
economic problems Tlic sources I found valuable were very 
few I relied most on L E Hubbard, Soviet Money and Fi 
nonce (1036) His later boob, Soviet Trade and Distribution 
(1938), a dmost os valuable, but it appeared too late for me 
to make much use of it Arthur Z Arnold, Banks, Credit and 

K/TrinAu in Rrwipf mv^ra Triiir>h flin enma 


W i) Keddaway, ine missiflji pinonciBi oyscem li 935 > 
^d bnd summary of Soviet monetary tliei^ Bons Brutz 
kuB, Economic Planning m Soviet Russia (Emg ed 1935) 
and Colvin B Hoover, Economic Life of Soviet Russia 


(1931) are valuable studies of the earlier years Barbara 
wootton. Plan or No Plan (1934) contains some brilliant 
chapters on Soviet planning 

For other than economic aspects of tlic Soviet Union, the 
leading recent books are, for tnc defense, Sidney and Beatrice 
Webb, Soviet Communism, A New Civilization? (1935), 
Albert Rhys Williams, Tlie Soviets (1937), and, m the 
oimosition, Eugene Lyons, Assignment m Utopia (1937)# 
W H Chamberlin, Russia’s Iron Age (1934), and Ooileo 
tivfsm (1937) 

For statistical sources see note to Table on page 114, below 
Odier sources appear in the pago references 
John Reed, Ten Days That Shook the World (1919, 
Modem Libimv edition, 1935)1 P 
Quoted in Webb, p 605 
Reed, p 123 

Hubbard (Terences are to his Soviet Money and Finance 
unless otherwise noted), pp 24, 35, Reddaway, p 73 
Lcmn, State and Revolution (1917, Vangu^ Press edl 
tion, 1026), p 205 See Brutzkus, p 99 
Arnold, p 70 

Brutzkus, p 202, Wootton, p 57 
Arnold, p 217 

Walter Duian^, I Write As I Please (1935) 

Brutzkus, p 115, Hoover, p 305 

Brutzkus, p 116 

Hubbard, p 26 

Hubbard, ppk 9 11 

Hubbard, p 13 

Hubbard, p 81, Arnold, Chap XV 
Biutdcus, p 131 
Bmtzkus, pp 124 125. 
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Line 

9 Brutzkus, p 177 

5 Hoover, p ^10 

19 Hubbard, pp 6, 7 

29 Hubbard, p 17, Arnold, p 345 

a Hubbaid, p 79 

(fn ) Hubbard, pp 145, y6, Hoover, p 206, League of Nations, 
Statistical Yearbook, Socialise Construction in tlie USSR 
(Moscow, ^3^), pp 8, 500 
1$ Socialist Construction, pp a 86, 428 
9 Socialist Construction, pp 305, Research Bulletin on the 
Soviet Union, April, 1937, p 37 

20 Foreign Policy Reports, June 1, 1938, p 73 

26 Wootton, p 64 

3 Hubbard, p 122, Reddaway, p 50, Brufzkus, p 164 
17 Socialist Construction, p 3 
24 Hubbaid, pp 34, 317, but compare Hoover, p 33 

30 Hoover, p 25 

16 Socialist Construction, p 4, Researcli Bulletin, p 37 

22 Socialist Construction, p 73 

(fn } Hubbaid, p 333, Hubbaid, Soviet Trade and Distribution, 
Fart VI, CliamDeilm, pp 84 90, Brutzkus, p 228 

6 Arnold, p 457 

15 Arnold, p 434, Hubbaid, p 238 

3 Hubbnid, pp 43 50 

31 Bassett Jones, Horses and Apples (1934) 

38 These summaries are denved from many sources, see next 
note on statistical Table 

(Table) Tliere are 110 completely satisbictory sources for Soviet 
Btatisbcs The mdex of industrial production in the Table is 
that of the League of Nations Monthly Bulletin of Statistics, 
which also furnishes monthly figures for some of the heavy 
industries, secured of course tiom official Soviet sources 
Most of the figures in columns 1, a, and 4 are from Socialist 
Construction in the 1 / S.S R , published by tlie State Flan 
nmg Commission (Moscow, 1936) For the figures m col 
umns 3 and 5 on ^an ob)ectives I have used the Handbook 
of the American Russian Chamber of Commetoe (1936), 
A Z Arnold, Banks, Credit and Money in Soviet Russia 
(1937), Bons Biubdcus, Economic Planning in Soviet Russia 
(Eng ^ , 1935), W P and Z K Coates, The Second Five 
Year Plan (1934), and the Research Bulletin of the Soviet 
Union For the ^ures m column 6 I have used the Monthly 
Review of the USSR 'Hade Delation to the United 
Kingdom (1938), the Foreign Policy Assoaafaon's Reports 
(June 1, 1938), the New York Daily Worker, as well as the 
periodical sources previously mentioned Hie figures m eol 
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umn 7 come from a United Ficss despatch fiom Moscow dt 
January 30, 1939, and a despatch to the Daily Worker of the 
same ^tc, 

2 Hoover, pp ao, 300 

18 Hubbard, p 45, Rcsearcli Bulletin, 1937, p 71 

25 Hubbard, p 37 

a Hubbanl, p 245 

17 Arnold, p 434» 

10 Hubbard, pp 250, 260 

37 Socialist Construction, p 13 

13 Socialist Construction, pp 4, 7 

16 Hoover, p 53, Hubbard, p 112, Research Bulletin, p 75 
(fn ) Biutslcus, p 202 

10 Hubbard, p 6, Hoover, p 57 

20 Hubbard, p 179 

25 Hubbard, p 202 

33 Hubbard, p 86, IjiboT Research Association, Economic 
Notes, February, 1939, p 6 
16 Hubbard, p 160 

38 Figures derived from Socialist Construction, pp 7, 500, 
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P 91 ' 

8 Hubbard, p 197 

4 Brutzkus, p 236 

19 Hoover, p 187, Reddaway, pp 40, 71, Hubbard, p 263, 
Wootton, p 06 

36 Eduard Hcimann, "PlBnimig and the Market System," So 
dal Rcscarcli, November, 1934, suggests that the test can be 
disr^rded only during the "nndevdopod stage" when "any 
investment" is useful 

9 Hubbard, p 298 

(fn ) League of Nations, Monthly Bulletin of Statistics 

7 Hwfer, pp Letter from an Okl Bolshevik (Band 

Sdiool Fanmhlet, 1937), apparently rdiablo and 

highly revealing inside picture of recent demoralization 
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Years (1937) For economic nrnccts of Itnlian Fascism the 
most mfc^ative volume is H W Sdincldcr, The Fascist Gov 
emment of Itafy (1936), as his Making of the Fascist State 
(1928) IS sbll the most infornuihvo for its social and political 
aspects F L Sdiuman, The Nazi Dictatorship (1936), Is a 
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Marxist bins The best discussion of Nazi economic ideas 
appears in E B Ashton, The fascist IIis State and His 
Mind (1937) Tlic following contribute somewliat less di 
lectly to an understanding of fascist economics 
General Ascoli and Feiler, Fascism For Whom? (>938)1 
M T Flonnsky, Fascism and National Socialism (1936], 
Calvin D Hoover, Dictators and Democracies (1937) 

Marxist R Palme Dutt, Fascism and Soaal Revolution 
(1934)1 John Stiachey, The Menace of Fascism (1934), 
Robert A Brady, Spirit and Structure of German Fascism 
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Italian Fascism Carmen Haider, Capital oiid Labor Under 
Fascism (1930)1 Carl T Schmidt, The Plough and the 
Sword (1938), G Lowell Field, The ^ndical and Corpora 
tivc Institutions of Italian Fascism (1Q38), Paul Einzig, 
Economic Foundations of Fascism (1933} 

German Fascism Konrad Heiden, Histoiy of National So' 
cinJism (193$), Henri Liditenbeiger, The Third Reich 
(1037), J B Holt, Under the Swastika (1936), F Mor 
stran^ix, Government m the Thud Reich (1937 )» Paul 
Einzig, Gamany's Default The Economics of Hitlerism 
(1934), Edgar A Mowier, Germany Sets the Clock Badk 
(i933j, Calvin B Hoover, Germany Enters tlie Third Reich 

r sources appear m the page references 
rionndcy, p 8 

See “Marxisf' references in general Bibliographical Note 
above 


Lewia Mumfoid's Men Must Act (1939) has become the 
definitive statement of this point or vi^, the attitude is 
documented in Aurel IColnoi, The War A^inst the West 
(1938), and dramatized in the current addresses and writ 
ingi or Tliomas Mann 

Mussolini's speeches may be found m Source Book on 
European Governments (1937) 

Flonnsky, pp ay, 108, Morstein Mane, p 157 
Quoted in I^ndlay MacKenzie, Flaiinmg, Yesterday, Today 
and Tomorrow (>937) » P 805 
See Morstein Marx, p 64, Holt, p 91, Fntz Eimaith, 
The New Germany (1936), p 33 
Werner Sombart, Deut^er Sozialismus (1934), Amen 
can edition under title A New Social Philosophy (1937)1 
p 287 Tlie American translator, Karl F Geuer, was dec- 
orated by Hitler in 1938 
Holt, p 77 
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"Economic Thinking m the New Germany," Annab, May, 
1937, pp 210, 211, 216 

Quotra in Findlay MacKenzie, p 803, and in Flonnd^, 

^ ^ee Lewis L Loiwin, "Planning in Europe," Bureau of 
Personnel Administration (Coiifciraces, 1931-32), p 143 
For a suggestion that the expulsion of Scliacht in the winto 
of 293^^ ^ at the hands of Rathenou's followers, see 
Peter F IJracker m Common Sense, March, 1939 
See Gustav Cassel, "From Protectionism Through Planned 
Economy to Dictatorship," in Findlay MncKcnzic, p 775 
Nciv xork Times Magazine, February 27, 1938, Sclinet^, 


P 137 

"Cermameus," p 67 

"Germameus," pp 15, 31, 37 Following the Munidi 
crisis tlie tempo of "war sociahsm” speeded up oonsidcralily, 
according to roe New York Tunes, December 22, 1938, and 
March 6, 1939 
Sdincidcr, p 101 

Einzig, Economic Foundations, pp 88, 91, Floimdcy, p 
98, Lotwm, p 150 
Schneider, p 113 
"Cermanicus." p 5 

Sdiumnn, pp 88, 140, 188, z66, 392, Emiath, p 43 
Schuman, p 470 

John C do Wildo, "Germany’s Controlled Economy," 
Foie^ Poh<^ Reports, March 1, 1^39, gives figures on 
property income, government expenditures are tnl^ from 
nie article in laving Age ated below, in note to Tabl^ p 
167 

For die status of the capitalist class see Fiiedn Wunder 
lich, "Germany's Deficit Economy and the Decay of Capl 
bilism," Quarterly /ounml of Ecoiionuci^ Jum^ ^^3^/ "V," 
’Tlie Destruction of Capitalism in Germany," Foreign Adairs, 
July, 1937, Morstein Marx, p 1 $7, Flonn&y, p 109 
New Itoik Post, July 26 28, 1938 
"Germameus, " p 23 
New York Times, May 16, 1938 
Schneider, pp 101 120 

F E Lawicy, Growth of Collective Economy (1938), p 
117 Compare Einzw, Economic Foundations, pp 88, 109, 
Flonnsky, p 203 
"Germameus," p 58 
See footnote, p 18a 

See Emil Lederer, "Economic Doctrine of National So 
cialism," Annals, May, 1937 
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from W G J Knopf, "Behind the Nazi Facade," in the 
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11 New York Tiniea, May 16, 1938 

6 "Germanicus," pp 78, 80 

14 "Germaniciis/' p 88 

24 New York Times, October 25, 1938 

6 Events, July, 1938, p 5a 

25 "Graimmcus," p 83 Sec also Holt, p. 231, New York 
Times, May 16, 1938 

38 Schunian, p ^70, F 7 onnsky, p no 
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Ta^, p 167 See also Wunderlich, A Vidakovic, "How 
Hitler Fays Hia Arms Bill," Tlie Nation, January 30, 1937 
9 New York Times, May 17, 1938 

24 F^lerick T Bircholl, "Five Years of Nazism," New York 
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Monthty Bulletin of Statistics 

4 New York Tunes, August ao, 1938 

20 New York Times, March 17, 1937 

2 Speech to tlie Feasants at Bueclrebcrg, Octoher 4, 1937, 
and at Nuremberg FOi^ Congress, September 13, 1937 

25 Speech of March 23, 1936 Source Book on European 
Governments, III, p 61 

8 Schneider, p lai 

11 Schuman, p 270 

17 Speech of March 23, 1933 Source Book on European 
Governments, IV, p laa 

6 For matenal on the Rciclisnlthistand, and standards of 
food consumption, see Florinsky, p 179, "Oermanicus," pp 
40, 44, 96, Morstein Marx, 160 167, de Wilde, 

293 296 

38 Schuman, Germany Since 191S (1937 J, p 93 
8 New York Times, January 31, 1938, June 12, 1938 

11 Wootton, p 194, Hubbard, p 276 

23 Eduard Heimnnn, m his Communism, Fascism or Demoo* 
mey? (1938) and his "l^pes and Potentialities of Economic 
Planning,^ Social Researdi, May, 1933, pomts out that **iia 
tional soaalisin" is not wholly a misnomer for a war econ 
omy with planned investment^ even if pnvate ownership n- 
mains, yet Heimann is a German Socialist 6 n{gr 4 

34 Schneider, p lao 

4 Flonnsky, p 110 

24 League of Nabons, Monthly Bulletin of Statistics 

12 Morstein Marx, p 153 
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Willard Price, Children of tfic Rising Sun (1938), pro* 
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have supported Japan's aggressive ambitions 
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William F Carney, New York Times, March 16, 103^, and 
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Rodman, 'Mexico's Bloodless Revolution," Common ^se, 
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cember, 1938 See also, Mpr John A Ryan, A Better Social 
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hsh See Political Constitution m the Portuguese Republic 
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R A Goslm, Changing Governments (pamphlet. 
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^"^^erth, p 546 
Werth, OT 313 326 

Werth, Fiance in Ferment (19351), Jacques Duboin, £n 
route vers I'Abondance (i 935 ) 
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Harold Macmillan, The Middle Way (1938) which came to 
my attention after writing the present volume (see footnote, 
p 406) For instances of the present pessimism of the 
Fabians see What Is Ahead of Us? ana Dare We Look 
Aliead?, the Fabian Lectures of 1937 and 1938, published m 
hook Sana. 

Marx, Capital (Everyman edition) I, p 667 
See ’’Canada the Siren," Fortune, Sept^ber, 1937, Sdden 
Rodman, "Canada Faces Two Wa^," Common Sense, 
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are paraphrases rather thnn direct quotations 
T^nheth Century Fund, Big Business, Its Crowtli and Its 
Place (1937), pp 9,95 
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Library, 1937) 

29 The second alternative is tlic mom thesis of Edward Dalil 
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22 Eduard Heimann is ono of the few aociallsfs wlio has 
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